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STATISTICAL STUDIES RELATING TO THE PRESENT 
ECONOMIC POSITION OF GREAT BRITAIN 


Tue following studies attempt to clear up some of the more 
interesting and perhaps more neglected points concerning the 
current economic position. The breadth of the subject neces- 
sitates that the statistics given should be highly selective from 
the large but unsorted mass of available data. They are pre- 
sented in the form of a chain of studies. It is to be hoped that 
enough of a connecting thread may be found running through 
them to give coherence to the whole, but not enough to suggest 
that the facts are being forced into the mould of any biased 
formulation. So far as is possible in this kind of work, an attempt 
is made to secure objective views of the more important aspects 
of the current situation. But, at the same time, these studies 
attempt to be both comprehensive and concise. Therefore no 
attempt is made to recapitulate large masses of established fact ; 
and the paradoxical air of much that is given below is not 
deliberate, but arises from the concentration upon new work as 
against statistical work that is already well known. 


1. THe Export TRADE 


The most startling feature about the present economic position 
of Great Britain has been the immense loss of exports during 
the past eighteen months. Exports during the last few months 
have only been at the level of 55 per cent. of the average rate 
of exportation during the year 1929. Duriny the slump of 
1920-21, following upon a period of unprecedented disorganisation 
of values such as had certainly not occurred in 1929, exports 
fell in 1921 to 53 per cent. of their 1920 money value, and rose 
slightly in value in 1922. The figures relating to volume of 
exports are given in Table I. 

It appears that during these last few months, with the money 
value of exports well below the 1913 level, there is some sign of 
slowing down in the rate of fall, but it is very probable that 


British exports have not yet reached their minimum. 
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TABLE I 
Volume and Value of British Exports. 


1930. 1931. 


1913. | 1924. | 1928. | 1929. 
Jan.— | July—| Jan.— | April- 
June. | Dec. |March.| May. 


00) 120 ca.| 100 | 104-6 | 108-3 | 93-7} 83-9} 69-2} — 
perannum 


(annual rate) . | 525 801 | 724 729 |610 |532 |414 | 398 
Value Index 
(1924= 100). 65:5 100 90-4] 91-0] 76-1] 66-3] 51-6] 49-6 


This unprecedented loss of exports is attributed to various 
factors. It is attributed to the general impoverishment of the 
rest of the world following upon the slump. It is attributed to 
the particular impoverishment of many countries which are our 
best customers, owing to the specially heavy fall in the selling 
values of certain primary commodities. Alternatively, it is 
attributed to costs and selling prices in British exporting indus- 
tries being too high in relation to the prices of competing indus- 
trial countries. It is important to attempt to analyse these 
separately. 

TABLE IT 


Gold Value of Exports of Manufacturing Countries. 


(£ million per annum.) 


1913. | 1925. | 1926. | 1927. | 1928. | 1929. 


Britain 625 | 773 | 653) 709 | 729] 656) 564] 544] 516) 413 
U.S.A. (manufactured 


exports 241] 516] 536) 6552] 612) 444] 389] 359 
| 493 | 430] 479] 500] 568] 620 547 | 540 | 535] 456 


9 3 2 2 8 
All Gon Countries Included 2,062 | 2,990 | 2,852 | 3,065 | 3,208 | 3,350 | 2. 530 2,755 | 2,587 | 2,487 | 2,071 
Britain’s Share of 


above (percentage). | 25-4 | 25-9 | 22-9 | 23-2 | 22-6] 21-8) 22-4] 20-5] 21:0] 20-8] 19-9 
All Countries, exclud- 
ing Germany and 
U.S.A. . . - | 1,328 | 2,044 | 1,837 | 2,013 | 2,028 | 2,060 | 1,795 | 1,641 | 1,603 | 1,563 | 1,256 
Britain’s Share of 


above (percentage). | 39-6 | 37-8 | 35-6] 35-2] 35-7] 35:4] 36-6] 34-4] 33-9] 33-0) 32-9 


Table II compares the exports of this country with those of 
competing industrial countries. For most countries the figures 
of exports classified by commodities are generally not recorded 
until a long period after that period to which they relate. As 
the exports of most of the countries concerned consist pre- 
dominantly of manufactures, their whole exports are included in 
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the table, with the exception of those of the United States, which 
has a big export trade in food and raw materials, where the 
manufactured exports alone are included. 
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The figures for separate countries are plotted on Diagram I 
(reduced where necessary to gold values); the countries included 
are the U.S.A., Great Britain, Germany, France, Belgium, Japan, 
Italy, Switzerland, Sweden, Austria and Czecho-Slovakia (Austria- 


Hungary in the 1913 figure). 
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It will be seen that the export trade of manufacturing countries 
as a whole has been very severely hit, the money value in the 
first quarter of 1931 standing at only 62 per cent. of the 1929 
level. The British export trade has been relatively worse hit, 
having fallen in greater proportion. The greatest gainer during the 
past two years is seen to have been Germany, the money value 
of whose exports fell very little all through 1930. The rapid 
rise of German exports during 1925-29 must, however, largely be 
attributed to a recovery from the disorganisation caused by 
the inflation ; it will be seen that in 1925, at a time of fairly high 
world prices, the money value of German exports was below 
pre-war level. (Loss of territory was a smaller contributory 
factor.) 

Right through from 1913 to 1929 the manufactured exports 
of the U.S.A. show an extraordinarily strong upward trend. 
From 1925 to 1929 the money value of British exports showed a 
downward trend, a small rise in quantity being more than counter- 
balanced by the fall in the general price-level. The quantity of 
American exports was clearly rising very rapidly. But in com- 
paring 1929 with the first quarter of 1931 it will be seen that 
American exports fell even more heavily over this period than 
British. 

The share obtained by Britain of the money value of the 
exports of all principal industrial countries may be taken as a 
moderately good measure of our competitive position. It is 
interesting to notice that in 1925 we enjoyed a slightly higher 
share than in 1913 of a world trade which in quantity was some- 
what diminished. It can be seen how largely this was due to the 
disorganisation of the German industry. The steady worsening 
of our competitive position since that date, as shown by the 
figures of our share of world trade, has been largely due to the 
recovery of Germany and the rapid rise of the U.S.A. It is 
interesting to exclude Germany and the U.S.A. from the totals 
so as to show Britain’s competitive position vis-a-vis the smaller 
industrial countries. The deterioration of our share of this 
latter trade, though not so serious as in the previous figure, is 
nevertheless quite undoubted. 

It may be objected that part at any rate of our loss of exports 
during the last eighteen months has been due not entirely to 
our prices being higher than those of competing industrial coun- 
tries, but is also due to the fact that our industries are specialised 
to work for certain markets, such as the Indian and Australian, 
which have been particularly severely hit by the slump in raw 
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materials (but in which markets also, it is only fair to add, we 
enjoy tariff preferences). Table III contains figures relating to 
our loss of exports in different markets. It is interesting to 
notice the range from a loss of 60 per cent. of our exports in the 
Indian, Australasian, and Japanese markets to a loss of 18 per cent. 
only in the Scandinavian and Dutch markets, and an actual 
increase in exports to Russia. But it is fair to say that in 
countries in which the slump has been most severe the falling 
off in imports from Britain appears to have been greatest— 
Australasia, U.S.A., British India and East Indies—and cer- 
tainly these countries were our most important customers in 
1928-29. 


III 
Value of British Exports to Various Destinations. 
Value of 
Exports Ist Value of 
Qr. of Year. Exports Ist Percentage 
Average 1928 | Qr. of 1931 Fall. 
and 1929 (£M.). 
(£M.). 

France and Belgium . mn 11-72 8-89 24 
Germany and Poland . A 11-09 5-12 54 
Scandinavia and ne é 11-92 9-71 18 
Italy . 3°91 2-41 38 
Russia 1-86 2-05 +10 
Rest of Europe . 12-48 7:89 37 
South Africa ‘ 8-65 6-51 25 
Egypt and North “Africa , 4-74 2-76 42 
Tropical Africa . é 6-77 3:90 42 
British India. 22-66 9-31 59 
East Siam 8-95 3-90 56 
China 5-08 3°82 25 
Japan 3°34 1:31 61 
Rest of Asia 2-61 1-55 41 
U.S.A. 11-06 4-49 59 
Canada 8-41 4:34 48 
Argentine, Chile, Peru, ‘eto. F 11-08 6°75 39 
Tropical America 8-63 4:43 49 
Australasia 17-83 7-09 60 
All Countries (excluding Ire- 

land). 172-7 96-2 44 


2. EMPLOYMENT IN Exports 


It now becomes of interest to ask how much of the increase in 
unemployment during the last eighteen months is accounted for by 
this loss of exports. The value of the final product of industry 
in 1924, free from duplication and Excise charges, is estimated 
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(excluding building and contracting work) at £2,420,000,000. Of 
this total £757,000,000 represented the value at works of goods 
for export. The average number of insured persons at work in 
manufacture and mining in 1924 was 6,005,000. From a crude 
comparison of values it appears, therefore, that about 1,880,000 
insured workers were engaged in producing for export in 1924, 
together with a further number who were employed in the 
transportation and distribution industries as well as in 
manufacture. 

By means of the Index of Production we can estimate the 
whole output of industry in 1929 valued at 1924 prices; and the 
number of insured workers engaged in manufacture and mining 
can also be calculated. From these data it appears that the 
number of insured workers engaged in working for export, calcu- 
lated by the above method, fell in 1929 to 1,850,000. 

There are two main objections to this method of calculation. 
Certain of the export trades, such as textiles, are engaged in the 
production of finished goods having a particularly high content 
of imported raw materials. £1,000,000 worth of textile exports 
by this token would give employment to fewer workers than the 
production of £1,000,000 worth of motor cars for the home market. 
But again it is not safe to assume that the money value of the 
year’s output per worker in the export trades is at all the same 
as the value of the output per worker in general industry; or that 
changes have been at all similar over the period 1924-29. 

These two objections are partly obviated by the calculation 
shown in Table IV. 


TaBLE IV 
Employment in Exports 1924 and 1929. 


5 ou ~ a 2) a 


Textiles 281 |1,106| 632] 433) 252 991 | 577 
. 250 68 | 1,093 | 296| 246 66 829 | 222 
All other Industries | 1,723] 408 | 3,906 | 926 | 2,027] 503 | 4,285 | 1,063 


Total. - | 2,420] 757 | 6,005 | 1,854 | 2,706 | 821 | 6,105 | 1,862 


The objection regarding the high content of imported raw 
materials carries most force with regard to textiles. Coal is the 
principal exporting industry in which the average value of output 
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per worker is much below the general average. In this table the 
calculations for textiles, coal, and all other industries are therefore 
made separately. There is evidence to show that any further 
refinement of this method would not alter the result very 
materially. 

From data showing the relation of quantity of exports to the 
total quantity of production, it is possible to calculate how much 
of the employment in railway and road transportation and 
wholesale distribution may be attributed to the export trades. 
In view of the importations of raw material involved, more than 
one-half of the employment in docks and shipping may be 
attributed to exports. The total employment in transport and 
distribution attributable to the export trades is estimated at 
320,000 for 1924. In view of the rise in the quantity of exports 
during the ensuing years, this figure may perhaps be put at 
340,000 for 1929. The total number of insured workers (includ- 
ing uninsured railwaymen) employed in the export trades may 
therefore be taken at 2,175,000 in 1924 and 2,200,000 in 1929. 

The fall in the quantity of our exports between 1929 and the 
first quarter of 1931 may therefore be considered to have reduced 
the numbers employed in exports, including transport and dis- 
tribution, to 1,400,000, a loss of employment of 800,000. Making 
use of the figures shown in Table II, it appears that if we had 
retained our pre-war share of the world’s trade in manufactured 
goods—a share which we still retained as recently as 1925, owing 
to the disorganisation of German and other European industries— 
it is safe to say that the quantity of exports in 1929 would have 
been larger by 164 per cent. than was actually the case, and 
360,000 additional workers would have been in employment. 
The further deterioration of our share of the world’s trade since 
1929 may be considered to account for some 150,000 of 
unemployment at the present day. 

It may be held, therefore, that if our position as an exporting 
country had not been deteriorating, unemployment in 1929 would 
have averaged about 900,000, as against 1,250,000. The lowest 
figure to which unemployment can be expected to fall in times of 
active trade is variously suggested as between 2 and 4 per cent. 
of the insured population, or anything between 250,000 and 
500,000 for recent years. It is thus to be seen that there was a 
considerable residue of unemployment in 1929 not attributable 
to the deterioration of our competitive position in world 
markets. 
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3. Imports oF MANUFACTURED Goops 


Quite different conclusions are derived from a study of the 
imports of manufactures into this country. The crude figures of 
imported manufactures are somewhat misleading, as they include 
considerable quantities of such commodities as petrol; or, more 
generally, the kind of manufactures imported into this country 
consist largely of semi-finished goods at an early stage of manu- 
facture, a large proportion of whose value, in fact, consists of raw 
materials which would have to be imported in any case. In 
order to allow for this, the figures have been examined in detail, 
and an estimate has been made for each class of imported manu- 
factures of the content of raw materials which could not in any 
case have been produced in this country. A similar estimate is 
made with regard to the whole output of British industry (manu- 
facture and mining), including the values created by transport 
and distribution of raw materials. The figures in Table V give 
an estimate of the whole production of industrial goods, less their 
content of raw materials, together with figures of imports of 
manufactured goods less their content of raw materials not 
producible in this country. 


TABLE V 


Imports and Total Production of Manufactures (excluding raw 
material content). 


(£ million.) 


1913. | 1924. | 1925. | 1927. | 1928. | 1929. | 1930. 


Production . | 645 1,690 |1,430 |1,575 1,585 [1,645 | 1,425 
Imports ° - | 131 202 222 230 225 234 214 
Ratio per cent. . 20-2 | 11-9 15-5 14-6 14:2 14-2 15-0 


The money value of production is roughly estimated on the 
basis of Census of Production figures for 1907 and 1924, together 
with the Index of Production for other years, using the average 
values of exported manufactures. The content of primary raw 
materials contained in imported manufactures is estimated 
separately for the classes (1) textiles, (2) non-ferrous metals, 
(3) petroleum products, and (4) all other goods. The first three 
classes comprise a very large share of the whole imports for 
manufactures. The proportion of raw materials in the value 
of final products was known for Great Britain from the figures 
of the Census of Production. The appropriate proportion was 
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applied, therefore, to the value of manufactured imports in each 
class. 

Although the ratio of imports to home production of manu- 
factured goods has risen considerably during recent years, yet 
when deduction is made of the raw material content the proportion 
has not yet risen to the 1913 level. A considerable amount of the 
rise in the recorded value of imported manufactured goods during 
recent years has been due to increasing importations of petrol 
and non-ferrous metals, both of which are classed as manufactured 
goods, although their value mainly consists in their raw material 
content. Even when the crude figures are used (7.e. before the 
figures of imported manufactures and estimated total production 
are reduced by the amount of their raw material content), it will 
be found that the proportion of manufactured imports to ‘total 
production stood at 19-8 per cent. in 1930 as against 25-4 per 
cent. in 1913. 

These figures show other tendencies than the figures of exports. 
Although we appear to be losing our competitive position in the 
export trades, we appear to be on the whole retaining our com- 
petitive position in the industries working for the home market. 
They obtain about the same share of the whole internal market as 
they obtained in 1913 without the aid of a protective tariff, 
except in the case of the motor industry. If, for the sake of 
argument, we assume that without the McKenna tariff two-thirds 
of the motor cars at present produced in this country would be 
imported (probably an extravagant assumption), the ratio for 
1930 would rise from 19-8 per cent. to about 23 per cent. 

It is the high ratio of imported manufactures to internal 
production in 1913 which comes as a considerable surprise. It 
may be that some of the improvement in the share of the home 
market obtained by the British producer in post-war years is 
accounted for by the diminishing relative importance of the staple 
industries, which are especially subject to international com- 
petition. One is led to conclude that this country, which in 
1913, at any rate, was in a strong competitive position as regards 
export trade, found it on the whole advantageous to be par- 
ticipant in a considerable degree of specialisation as between 
different industrial countries. 

If all the manufactured goods which were imported during 
1929 had been completely made in this country from the basic 
raw materials, there would have been a gain of employment 
(assuming, of course, that there were no repercussions on the 
export trades) of some 900,000. For 1930 the figure is about 
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875,000. For 1924, during which year the imports of manu- 
factures were exceptionally low, the figure stood at about 560,000, 
but for 1913 it was probably about the same as the 1929 figure. 
The situation may be put this way: that in 1913 we could not 
have produced all our manufactured imports in this country, 
even if we had wished to do so, because we should have been 
faced with a shortage of labour. 


4. GENERAL Errects or 


To return, however, to the subject of falling world prices and 
the slump of the export trades. I have attempted to analyse 
the separate effect of the two factors reducing British exports— 
the loss of competitive efficiency, and the impoverishment of 
customers producing primary products. This latter is illustrated 
by the figures showing a comparison of the Sauerbeck index of the 
price of unit quantity of food and raw materials and the money 
value of British exports. 


TABLE VI 


1913. | 1924. | 1928. | 1929. | 1930. | 1981. 
Ist Qr. 


Money value of Brit- 
ish Exports : 65 100 90 91 71 52 
Sauerbeck Index . 61 100 86 83 70 62 


The money value of British exports is clearly related to the 
money value of agricultural and raw material production as a 
whole, and the fall in the prices of primary products may be said 
to have a very direct bearing on our loss of exports. 

Nevertheless, I should like for the moment to act as an advo- 
catus diaboli, and submit that there are certain advantages, 
perhaps comparatively small, which appear to have accrued to 
this country as a result of the recent period of falling prices. 
The first arises out of the fact that we are a creditor country. 

The relevant data are shown in Table VII. The figures of 
interest receipts from overseas are based on the official esti- 
mates prepared at the time, as subsequently corrected. It 
appears that much of the income earned by this country as 
financial commissions and so forth is of much the same nature as 
interest and dividends on overseas securities, and for certain 
purposes should be included. It is certainly remarkable that this 
country, in spite of an estimated sacrifice of £1,000,000,000 of 
overseas securities during the war, should have been able to 


| aa 


1931] STATISTICAL STUDIES ON GREAT BRITAIN 353 


restore its pre-war real income from overseas by 1928. It must 
also be noted that in spite of a considerable estimated loss both 
of interest and of other receipts in 1930, the real income from 
overseas owing to the fall of prices had been slightly increased. 


VII 


Real and Money Income from Overseas. 
(£ million.) 


1913. | 1920. | 1924. | 1928. | 1929. | 1930. 


Interest Receipts (£M.) - | 210 200 220 270 270 235 
Commissions, etc. (£M.) “ 35 75 75 80 80 70 
Total Money Receipts (£M.) 245 275 295 350 350 305 
Prices: Food . : : 100 304 169 148 143 125 
Raw Materials. 100 290 160 136 131 107 
General % ‘ 100 295 163 141 135 114 


Real Income at Pre-War 
Values (£M.) . 245 93 181 248 259 _| 268 


A subtler method by which this country gains from a period 
of falling world prices comes from a change in our favour of the 
terms of trade. The official data are shown in Table VIII. The 
figure for export prices has been scaled down slightly in view of 
the conclusions expressed in the Balfour Report; were it not for 
this correction, the figures would show an apparent movement of 


TaBLE VIIT 
Terms of Trade. 
Prices of Prices of Ratio 
British Exports British Imports | Exports : Imports. 
(1913 = 100). (1913 = 100.) 
1924 ‘ : 183 155 118 
1925 178 155 115 
1926 168 142 118 
1927 158 135 117 
1928 158 137 115 
1929 154 133 116 
1930 147 117 126 


the terms of trade even more strongly in our favour. But it is 
unwise to base an inductive conclusion on the experience of a few 
recent years, striking though it may be. An examination of 
figures back to 1880 bears out the general conclusion that a period 
of falling prices turns the terms of trade in our favour. From 
Diagram ITI it can be seen that, subject to cyclical fluctuations, 
wholesale prices showed a definite downward trend from the 
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*seventies to a definite trough in 1896; from that date to 1913 
the trend was steadily upwards. The first series showing the 
export prices: import prices ratio is that calculated by Silverman 
and published in the Review of Economic Statistics (1930). The 
second series was calculated by Mr. P. K. Debenham (not 
published), who has kindly placed it at my disposal. 
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These two series are calculated by very different methods, and 
their remarkable closeness enables one to state with confidence a 
broad conclusion—that, apart from certain complex movements 
connected with the trade cycle, the general trend of the terms of 
trade was moving strongly in our favour up to 1900, and was 
stationary or moving against us from 1900 to 1913. 
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By now it is probably well known that a period of falling 
prices may be expected to be a period of improving real wages, 
a period of rising prices to lead to stationary or declining real 
wages. Recent years have been no exception to this rule. The 
principal data are concisely summarised in Table IX. 


Tasce [X 
Wages and Retail Prices, 1880-1930. 
Money Wages. Retail Prices. Real Wages. 
1880 77 104 74 
1895 83 83 100 
1914 A 100 100 100 
1924 193 175 110 
1929 193 164 118 
1930 192 158 121 


Whether, on balance, this forcing up of real wageg is an 
advantage or a disadvantage to the country is an exceedingly 
thorny question. So far as it renders production unprofitable 
and causes a certain proportion of the country’s resources to lie 
unused, it may be held to be a disadvantage. So far, however, 
as the maintenance of a high rate of real wages leads to the 
forcing up of the general level of industrial efficiency, and to a 
high quantity of output per worker out of which these wages may 
be paid, it may be considered to be an advantage. The tables 
which follow will, I think, show that both of these factors have 
been present, and the weighing up of the gains and losses will 
be a difficult task. The first problem to be examined relates to 
changes in the physical productivity of labour during recent 
years. 


5. Puystcat Propuctiviry Per Heap 1n INDUSTRY 


In Unemployment, a Problem of Industry, Sir William Bever- 
idge, after discussing figures showing a considerable rise in real 
wages since 1913, makes the following statement :— 


“From what source has this rise of wages come? Has 
there, in spite of the probabilities to the contrary, been an 
increase in the productivity of labour commensurate with the 
cost of labour? This point also is dealt with in Professor 
Bowley’s memorandum. While certainty is impossible, 
several arguments converge to the conclusions: first, that 
output per head was nearly the same in 1924 as in 1914 in 
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spite of the reduction of hours; second, that the money cost 
per unit output of labour has risen between those years by 
substantially more than either cost of living or wholesale 
prices. In other words, the increased efficiency of production ' 
was probably sufficient up to 1924 to cover the reduction of | 
hours but not the rise of wages as well. Since 1924 the i 
process continued; up to 1929, compared with 1924, output 
per head may have risen perhaps 4 per cent., but wholesale 
prices have fallen 18 per cent. and cost of living has fallen 
6 per cent. Over the same period, 1924-29, money wages ‘ 
fell by less than 1 per cent. To-day the real cost of labour { 
to the employer for each unit of output may be as much as 
one-sixth or more higher than before the war.” 


The authority for the statement that output per head in 1929 
had risen perhaps 4 per cent. as compared with 1924 is given in 
the following footnote :— 


“ Output per head at the end of 1928 was apparently 
no better than in 1924 (according to the London and Cambridge ( 
Economic Service Bulletin, for April 1930, it was ‘ stationary ‘ 
or decreasing ’), that is to say, per week it was no better t 
than in 1914. Real wages per week, however, had risen ‘ 

I 
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17 per cent. reckoned on the cost of living (alike in 1928 and 
1929), and something like 40 per cent. reckoned by wholesale 
prices. The contrast with American experience is glaring.” 


In reviewing this book in the Economic Journat of March ti 
1931, Mr. D. H. Robertson comments on these figures, which r 
form, in his words, “‘ the most striking section of the book.” He ¥v 
then states :— 

“The present reviewer would not have questioned either 1 
the demonstration or the second inference had he not read re 
in The Listener of January 14 a categorical statement by h 
Mr. J. M. Keynes that our output per head has probably N 
increased by 10 per cent. since 1924 and by 20 per cent. since (: 


just before the war—a conclusion in flat contradiction to 
those results of Dr. Bowley’s on which Sir William is chiefly 
relying. It is curious to recall that in a similar disagreement - 
a few years ago, Mr. Keynes was the pessimist and Sir William 
Beveridge the optimist ; now the rdles appear to be reversed. 


It is most urgently to be desired that so great a disagreement F 
between such experts on a matter of such first-rate moment “ 
should be debated in full. Meanwhile Dr. Bowley’s estimates N 


and Sir William’s inferences would seem to hold the field.” - 
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As mentioned above, the views of Dr. Bowley and Sir William 
Beveridge are based on the London and Cambridge Economic Ser- 
vice Bulletin for April 1930. The issue for June 1930, however, 
contained some further estimates which were in contradiction to 
those of the earlier issue. The general conclusion was that “the 
impression given by these figures is that the average output per 
head (in quantity and not in value) has increased 4 per cent. from 
1924 to 1928 and 7 per cent. from 1928 to 1929.”” The contradictory 
nature of this statement may have led some to consider that 
any precise knowledge on changes in output per head is impossible 
to obtain. 

As Mr. Robertson’s formulation puts it, the problem divides 
itself into two parts: the question of estimating output per head 
in, say, 1924 as compared with pre-war, and the problem of 
estimating changes in output per head since 1924. We may first 
attempt a comparison between 1924 and 1907 on the basis of the 
Census of Production. 

A study was made of all the entries in the 1907 and 1924 
Census, where figures for quantity as well as for value were avail- 
able. On this basis a price index was prepared which was applicable 
to the final product of British industry as awhole. In two of the 
most difficult classes, motor cars and electrical goods—difficult 
because there had been such a great increase in production and 
change in the nature of the goods—the figures of the Census of 
Production were supplemented by estimates given in the publica- 
tions of the Society of Motor Manufacturers and the B.E.A.M.A. 
respectively. This final index survived well the usual tests which 
were applied to it. 

This is the origin of the index figure, 190, shown below in 
Table X. The index of changes in prices of primary materials can 
readily be estimated. The value of primary materials used and 
hence the final product, free of duplication, were obtained from 
Mr. Flux’s Presidential Address to the Royal Statistical Society 
(Journal, Part I, 1929). 


TABLE X 
Quantity of Output at Pre-War Values. 
Value Value Prices 1924 at 
1907. 1924. 1924. 1907 
(£M.) (£M.) (1907 = 100.)| Values. 
Final Product of Industry 
free of duplication . 1,139 2,478 190 1,304 
Primary Materials Purchased 464 848 175 484 
Net Output 675 1,630 820 
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The “ real net output ” of industry thus appears to have risen 
214 per cent. between 1907 and 1924. This represents the net 
output of industry in terms of the purchasing power of “ money 
in general” of 1907. The value of the net output in 1924 in 
terms of its purchasing power over food and raw materials was, 
of course, correspondingly greater. The whole number of wage- 
earners employed in industry rose during the period by little over 
10 per cent.; the whole number of persons employed, including 
salaried earners, rose by 14 per cent. 

A somewhat similar calculation was made by Dr. Bowley in 
“A New Index Number of Wages” (London and Cambridge 
Special Memorandum No. 28). In his calculation he concludes 
that real output per head was much the same in 1907 as in 1924, 
largely owing to the use of a higher index number for the average 
value of finished industrial products, which is predominantly based 
upon exports. It appears that an index number based mainly 
upon exports will over-weight coal and textiles, both of which 
were at abnormally high prices in 1924, and under-weights the 
products of the newer industries such as motors and electrical 
equipment, the prices of which during 1924 had risen much less 
than the average. This criticism is borne out by the paper by 
P. H. Douglas and N. A. Tolles in the Journal of Political Economy, 
February 1930. They make a study of British industrial pro- 
duction in 1907 and 1924, using an Irving Fisher index number. 
Calculating by a quite independent route, they concluded that 
production in 1924 was 23-5 per cent. higher than in 1907, as against 
a rise of 214 per cent. shown in Table X.1_ This may be considered 
to be a good confirmation. 

These two estimates may be considered to confirm the con- 
tention that real output per head rose round about 10 per cent. 
between 1907 and 1924, in spite of the reduction of hours. As is 
pointed out by the American investigators, the generally accepted 
view in the past has been that the real volume of British industrial 
production in 1924 was distinctly lower than before the war, 
with a considerable increase in the working population. This 
was based on the Index of Production prepared by Rowe and 
published by the London and Cambridge Economic Service. But 
this Index has a very strong downward bias, owing to the exclu- 

1 In this study, however, they show an index figure for the total number 
of employed persons of 118-3 for 1924 on a 1907 basis, and hence deduce only 
a small rise in the whole output per head. The total number of persons employed, 
however, is given in the Board of Trade Journal (‘“‘Summary of Preliminary 


Reports on the Census of Production,’’ September 20, 1928) as 6,687,000 in 1907 
and 7,613,000 in 1924—a much smaller rise. 
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sion (through difficulty in collecting data) of all the rising indus- 
tries such as electrical goods, motor cars and a number of light 
industries producing finished goods. The Census of Production 
data must be considered to supersede these. 

For changes in physical productivity since 1924 we have much 
fuller data. The Board of Trade Index of Production, covering 
nearly two-thirds of the whole field of industrial production, has 
been available quarterly since the beginning of 1928. The 
London and Cambridge Annual Index, which has about the same 
scope in the field of industry, and includes, in addition, build- 
ing and agriculture, is available as an alternative source. The 
calculation used by Sir William Beveridge is, as a matter of 
fact, based on the London and Cambridge Quarterly Index, 
which has a very much narrower scope than the annual Index, 
and only covers about a quarter of the field of production. 
Moreover, this Quarterly Index relatively very much over-weights 
the declining staple industries, such as coal and textiles. ~ Finally, 
it is only by comparing the worst quarter of 1928 with the best 
quarter of 1924 that it is possible to reach the conclusion reached 
by Sir William Beveridge. The re-examination of this problem, 
using the fuller Annual Index—in other words, the June 1930 
issue of the London and Cambridge Economic Service as against 
the April 1930 issue—led to the surprisingly different conclusion 
that output per head rose some 11 per cent. between 1924 and 
1929. 

This new treatment in the London and Cambridge Economic 
Service Bulletin for June 1930, making use of the Annual Index, is, 
however, still unsatisfactory. The general Index of Production is 
compared with the figures of the whole insured population, although 
in 1929 some 4,000,000 out of 10,500,000 insured persons in employ- 
ment were engaged upon transport, distribution and personal ser- 
vices. The numbers in these latter categories have been rapidly 
increasing, and ought not to be debited against industrial produc- 
tion in calculating changes in output perhead. On the other hand, 
the London and Cambridge Annual Index includes agriculture and 
a figure for a number of dwelling-houses built, which is taken as 
representing the number of output of the building industry as a 
whole. In the calculation below, the Board of Trade Index is 
used. Itis found that it does not seriously differ from the London 
and Cambridge Index after building and agriculture have been 
excluded from the latter, and it has the advantage of being 
available quarterly. The official estimate of the number of insured 


persons in employment is made after deducting numbers not 
No. 163.—voL. XLI. BB 
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working through trade disputes or sickness; this procedure is 
uniform, and does not affect the index of changes in output per 
head. In the quarterly data for 1930 and 1931, in Table XI, 
seasonal corrections have been made both in figures of employment 
and production. 


TaBLE XI 
Physical Productivity of Labour 1924-30. 
Mining and Manufacturing Industries. 


(Figures in 000’s.) 


1930. 1931. 
1924, | 1927. | 1928. | 1929. 


1st Qr. | 2nd Qr.| 3rd Qr. | 4th Qr. | Ist Qr. 


All Insured Persons in Em- 
ployment Aged 16-65 
{0 cial estimate allowing 
or sickness and trade 
disputes) . . - | 9,514 | 10,003 | 10,010 | 10,207 | 10,061 | 9,799 | 9,684 | 9,511 | 9,246 

Numbers Employed in 
Building, Transport, Dis- 
tribution and Services . | 3,549 4,014 | 4,097 | 4,148 | 4,182] 4,175 | 4,181 | 4,134 | 4,065 

Numbers Employed in 
Manufacture and Mining | 5,965 5,989 | 5,913 | 6,059 | 5,879 | 5,624 | 5,503 | 5,377 | 5,181 


Ditto as Index . ° 100 | 100-4 99-1 | 101-6 98-6 94-3 92-3 90-2 86-9 
Index of Production P 100 | 106-8 | 105-5 | 111-8 | 110-0 | 104-2 | 100-1 98-0 94-6 
Output perHead . . 100 | 106-4 | 106-4 | 110-0 | 111-5 | 110-4 | 108-6 | 108-8 | 109-0 


By this calculation output per head appears to have risen a 
clear 10 per cent. between 1924 and 1929. 

During the first half of 1930 there was a fall, which was checked 
in the third quarter, and followed by a slight rise. This figure for 
recent months has been the resultant of conflict between two 
tendencies—a tendency for output per head to rise, owing to the 
elimination of the less efficient concerns in a depression, and a 
tendency for the output per head to fall, owing to short-time and 
below-capacity working and general disorganisation in the more 
efficient firms. 

Even over so short a period as 1924-29 there is a considerable 
change in the relative importance of different industries. The 
former objection holds that an index number of industrial produc- 
tion calculated in the ordinary way still tends to over-weight the 
declining industries. To take an example, the remarkable growth 
of the motor, rubber, paper and wireless industries, the output of 
which increased during that period by 74, 213, 43, and 96 per cent. 
respectively, is not fully recorded in the Index on the 1924 weights. 
Very considerable changes in relative prices should also be taken 
into account. An Irving Fisher Index has been calculated using 
weights based on the relative quantities produced and relative 
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prices of 1929 rather than 1924. The new weighting raises the 
index number from 112 to 117. The geometric mean of the two 
index numbers is 113-8. This figure may be taken as a measure 
of the increase in “‘ real want-satisfying power ” of British industry 
between 1924 and 1929. 

Calculations relating to production of 1930 show, however, 
that the index number calculated with the new set of weights is 
not very different from the old. 

It will be noticed that the rise in the physical quantity of 
output per head has been distinctly greater than the rise in real 
wages, which appear to have risen (taking into account all such 
factors as earnings rising more rapidly than rates, etc.) by 10 per 
cent. between 1914 and 1924, and 8 per cent. between 1924 and 
1929. Against these rises may be credited the increase in physical 
productivity per head, and also the movement of the terms of 
trade in favour of British industry (see above). This last is of 
considerable importance, because a large part of the index of 
real wages represents the purchasing power of wages over food 
imports. 

It appears from figures available that there was no such strong 
upward trend of output per head in the years before the war. 
Rowe’s index, we have seen, is not applicable to the measurement 
of changes between 1907 and 1924. But we may assume that it 
is applicable to the measurement of changes in production over 
the short and comparatively undisturbed period 1907-13. The 
employment figures are derived from the Trade Union unemploy- 
ment percentages, taking into account the increase of population. 
We obtain the following data. 


TaBLeE XII 
Changes in Output per Head, 1907-13. 


1907. | 1908. | 1909. | 1910. | 1911. | 1912. | 1913. 


Output . : - | 100-0 | 93-0 96-5 96-8 | 101-0 | 103-3 | 107-2 
Employment . - | 100-0 | 96-5 97-4 | 101-4 | 104-2 | 104-1 | 106-7 
Output per Head . | 100 96 99 95 97 99 100 


As the staple industries which go to make up Mr. Rowe’s 
index were not declining in relative importance over this period, 
there is not likely to be any bias in the index number. Com- 
parison of these data with those of post-war years certainly 

BB2 
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appears to lend support to the view advanced by Mr. Rowe 
elsewhere, that a period of high real wages, at the cost of causing 
unemployment, may lead to a remarkable forcing up of industrial 
efficiency which might not otherwise have been attained. 


6. Output PER HEAD IN Non-MANUFACTURING INDUSTRIES 


It is sometimes said that the recent increase in productivity 
in manufacturing industry is more than counter-balanced by the 
increasing complexity and costliness of distribution and by other 
non-manufacturing industries; in other words, that the former 
is reflected in low wholesale prices but the latter is reflected in 
comparatively high retail prices. Tables XIII and XIV are 
interesting in this respect. 


TasBLe XIII. 
Quantity of Goods sold per Employee in Co-operative Stores. 


1914. | 1920. | 1921. | 1922. | 1923, | 1924. | 1926. | 1926. | 1927. | 1928. | 1929. 


Money Value of Sales 
per Employee (£) . | 1,141 | 2,448 | 2,196 | 1,741 | 1,690 | 1,755 | 1,875 | 1,821 | 1,819 | 1,773 | 1,737 
Index of Quantity of 
Goods sold per Em- 
ployee . . + | 110-6 | 92-6 | 92-6 | 96-0 | 96-9 | 100 | 106-4 | 107-7 | 110-3 | 109-6 | 109-3 


TaBLE XIV 
Output per Head in Building and Contracting. 


1924. | 1925. | 1926. | 1927. | 1928. | 1929. 


Money Value of Output (£M.) | 270 317 331 311 308 328 
Insured Workers Employed 

(000). “922 769 805 855 846 846 
Money Output per Head (£ 

per annum) . . ‘ 374 412 411 364 364 387 


Index of Cost . 100 105-1 | 104-8 99-1 89-3 84-6 
Real Output per Head . 100 105 105 98 109 122 


It is difficult to judge how far the methods of working in the 
co-operative system are representative of those in the retail trade 
in general. The decline in sales per employee as compared with 
pre-war is probably associated with a very considerable reduction 
of hours, but since 1920 there has been a fairly steady rise in the 
goods sold per employee. 

The figures of the building trade are interesting. The money 
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value of building from year to year is based on the value of building 
plans passed. The figures are carefully corrected, so as to convert 
the value of plans passed in a year to the value of work done 
during the year.1. The value of repair work is known for 1924, 
and is carried forward by estimates of the increase in the number 
of buildings, and the addition to be made for contracting as 
opposed to building work is ‘estimated from the ratio of the 
number of employees in the contracting trades to the number in 
building trades. ‘The index of cost is based on the average cost 
of various types of houses, and may possibly not be representative 
of the cost of industrial buildings. 

The real output per head in building appears to rise to a very 
high figure for 1929. It is not impossible, however, that the very 
considerable speeding up of building practice which is taking 
place has achieved this. The low output per head for 1927 
is probably associated with “short-period increasing cost” 
consequent upon the heavy housing programmes of that year, 
which were considerably cut down upon the reduction of the 
subsidy. 

Finally, the London and Cambridge Index of agricultural 
production, together with the Censuses of 1908 and 1925, may be 
compared with the figures of employment. 


TABLE XV 
Output per Head in Agriculture. 
1908. 1925. 1928. 1929. 1930. 

Number of Labourers (000) . | 1,100 925 890 888 857 
Number of Farmers and wna 

holders (000) 300 360 355 353 350 
Total Numbers Engaged in 

Agriculture ° 1,400 1,285 1,245 1,241 1,207 
Quantity of Output A 100 100-2 103-4 104-6 96-8 
Quantity per Labourer . 100 119 127} 129} 124 
Quantity per Person Engaged . 100 109 116 118 112} 


1 For a number of towns quarterly figures of plans passed are available. 
These are converted into a uniform series by the use of geometrical averages, 
and the seasonal variations removed. It is assumed that a building is com- 
pleted six months after the plans are passed—in other words, that one-fourth 
of the work of a plan is carried out in the quarter in which the plan is passed, 
one-half in the next quarter, and the remainder in the next quarter. From 
these data the ratio of the work done in a year to the plans passed in the same 
year can be calculated, and this ratio is applied to the general figure. 
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This is clearly due to a substitution of more productive for 
less productive crops and stock. 

A number of figures are included, such as those of liquid 
investments and cash, because they may be of some interest, 
although they are not relevant to the main thread of inquiry. 
The figures of stock in trade and work in progress are of im- 
portance, representing as they do about a third of a year’s 
output. 


7. UNEMPLOYMENT 


Table XVI shows the rise in unemployment up to date, cor- 
rected both for seasonal changes and for the administrative changes 
brought about by the Act of 1929. It is difficult to judge how far 
the rise even now shows signs of slackening. 


TaBLE XVI 


Unemployment Corrected for Seasonal Variations and for 
Administrative Changes (000’s). 


1929. 1930. 1931. 
January. 1,404 1,504 2,571 
February . 1,455 1,607 2,649 
March 1,267 1,765 2,684 
April . 1,337 1,821 2,663 
May . 1,318 1,905 2,785 
July . 1,272 2,086 — 
August : 1,259 2,105 
September . 1,289 2,232 
October. : 1,313 2,281 — 
November . é 1,338 2,304 — 
December . 1,603 2,706 — 


An attempt has been made above to show the amount of 
unemployment which is attributable to the loss of exports since 
1929. As the loss of exports continues, this will presumably be a 
factor steadily increasing unemployment. 

What other factors may be considered to account for that 
part of the increase of unemployment which is not attributable to 
loss of exports? If it were the case that we have had this loss of 
exports, discussed above, together with a general stability of 
demand in the internal market, the rise of population and the 
inflow of new workers into insurance would in themselves be a 
factor making for unemployment. For a number of years since 
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1923 industry and commerce had been absorbing some 100,000 
to 150,000 workers per annum, which just counteracted the 
increase of the insurable population, leaving unemployment 
roughly constant. Some figures bearing on this problem are given 
in Table XVII. 

TaBLE XVII 


Numbers seeking Insurable Employment (aged 16-64). 
(Figures in 000’s.) 


Males. Females. 


Numbers in July 1927. 8,580 3,204 
New Entrants(-+-)to Insurance and Exitants(—):1927-28 | +429-386 | +358-304 
1928-29 | +423-295 | + 372-293 
1929-30 | +430-253 | +377-242 
Numbers in July 1930 8,932 12,406 


The insurable population increased in 1929 and 1930, partly 
owing to the effects of the Unemployment Insurance Act which 
came into force in March 1930. Although there is not much 
evidence of new persons being brought into insurance, there was a 
very considerable reduction in the number of exitants. This 
must not be entirely attributed to the new Act, because it may in 
part reflect diminishing opportunities for insured workers to leave 
insurance and set up on their own as shop-keepers, jobbers, etc., 
or, in the case of females, it may represent the postponement of 
marriage consequent upon bad trade. Similar enactments in 
1928 are said to have had a less effect in this same direction. The 
figures of exitants for 1930-31 will be interesting when they 
become available. But at any rate it appears to be difficult to 
attribute much more than 100,000 of the recent rise in unemploy- 
ment to these factors. It will be noticed that the figure for new 
entrants for the last year shows quite an appreciable reduction. 
This is partly due to diminished births round about 1915, con- 
siderably counteracted by diminishing death rates. 


8. PRODUCTION AND CONSUMPTION 


Data below show the extent to which employment has been 
affected by the falling off of capital programmes. An index 
number has been prepared representing changes in the output of 
capital goods. This is based on employment in building, con- 
tracting and engineering, with appropriate allowances for 
changes in output per head; shipbuilding tonnage under con- 
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struction; and the output of electrical machinery and cables. c 
It will be seen that this index in effect does cover practically the t 
whole field of capital work, although it is impossible to estimate d 
how much of this product is required to meet depreciation. a 


Taste XVIII h 
Production in 1924. n 
(£ million.) 
Capital Goods and Buildings . . 610 t 
Exports Valued at Works . 757 n 
Of which Capital Goods 62 
Consumption Goods . - 1,385 a 
2,690 
Table XVIII shows the data on which the index number may h 
be based. Table XIX shows the new index number of output t 
of capital goods, including building, while the general Index of q 
Production has been altered so as to include an estimate of the . 


quantity of building work done, based upon the figures in Table t 
XIV. Quantities of capital goods and goods for export are then q 
deducted from the index, and the residue is taken to represent $ 
the output of goods for consumption. The figures are corrected h 
for seasonal changes. 

It thus appears that of the whole fall in production of 16-6 


units between 1929 and the first quarter of 1931, exports and : 
TaBLE XIX 
Production and Consumption, 1924-31. , 
1928. 1929. 1930. 1931. c 
1924,| 1927. 
| Gi) | Git | | Gi | | Gv} Gin | | | GD ‘ 
Index of Produc- 
tion (including t 
Building) . 100 {108-1 |109-0 |109-5 |105-9 {110-6 114-4 |117-2 {116-7 |117-4 |114-3 |109-1 {105-7 |103-4| 99-8 
Output o Capital® 
Goods (inclu 
100 {114-4 |114-3 |114-3 |114-5 |118-8 |119-0 |126-9 {130-6 |129-7 |127-8 |125-9 |122-0 |116-3 |109-3 
of all 
in 1924. 22-7| 25-3] 26-0| 26-0] 26-0} 27-0] 27-0| 28-8| 29-6| 29-4] 29-0| 28-6| 27-7] 26-4] 24-8 
Exports (excluding 
Capital Goods) as 


of 

1924 Production | 25-8] 25-2) 25-5] 25-0| 25-4] 27-1] 26-5| 26-2) 27-1] 27-4] 24-7] 20-5] 20-1] 19-4| 15-8 
Deduced Output 
of Consumption 
Goods. « 51-5| 57-6] 57-8] 58-5] 54-5| 56-5] 60-9] 62-2] 60-0| 60-6} 60-6] 60-0} 57-9| 57-6] 59-2 
Do. as Index - |112 (114 {106 |110 /118 [122 {116 |118 |118 [|116 [112 {112 


*Exports of Capi- 
tal Goods as per- 
centage of Out- 
put . + | 10-2} 13-8) 13-3} 13-0} 14:3] 14-0] 13-3] 13-6] 12-6] 13-1] 12-0] 14-3} 13-7] 14-5] 12-1 


| | 
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capital goods accounted for all but 1-7 units. Table XI shows 
that the numbers employed in non-manufacturing industries fell 
during the same period by 83,000 only, of which 56,000 have - 
already been accounted for under building. 

In other words, employment in the consumption industries 
has scarcely decreased since 1929. The rise in unemployment 
must therefore be entirely attributed to the loss of exports, the 
contraction of the capital goods industries, and the increase of 
the insured population. Up to 1929 this latter factor was 
neutralised by expanding employment in both the capital goods 
and consumption industries (particularly distribution and 
services). 

It is certainly remarkable to how small an extent consumption 
has fallen off since 1929. But this is borne out by data relating 
to individual products. The output of motor cars in the first 
quarter of 1931, estimated by the number of vehicles licensed less 
imports plus exports, is seen to be only one or two points lower 
than in the year before, and somewhat higher than in the first 
quarter of the year 1929. It is certainly remarkable that the 
output of motor cars in this country should remain at such a 
high level, as in U.S.A. the output of motor cars has by now been 
almost halved from the 1929 figure. 

These high consumption figures perhaps put a different inter- 
pretation on the high quantity of imported food-stuffs and manu- 
factures consumed in this country during recent months. We 
have taken advantage of the immense movement in our favour 
in terms of trade. We continue importing on much the same 
level as before, letting our exports fall to half and letting our 
credit balance of international payments disappear. Germany 
may be taken as an example of another country which has enjoyed 
a considerable move in its favour in terms of trade, but it has used 
this movement in a very different way. 

These figures of consumption are also broadly borne out by the 
figures of retail sales which have been available for some months. 
Excluding food-stuffs, where there is known to have been a very 
heavy fall in retail prices, we find that both for the last two 
quarters of 1930 and for the first quarter of 1931 the money value 
of retail sales has averaged about 3 per cent. below the level of 
the period a year previcusly. In view of the fact that there has 
been an appreciable fall in prices of commodities other than food, 
this indicates a maintenance or an increase of the quantity of 
consumption. This is not in discord with the figures given 
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above in Table XIX, because the returns from the retail stores 
indicate that there has been a very considerable reduction in 
stocks. This depletion of the stocks of finished goods may in due 
time be a very potent factor in causing industrial recovery, in the 
same way that the accumulation of stocks of raw materials is a 
factor discouraging recovery in other countries. 

These studies may be concluded with a note on the quantitative 
estimation of “investment.” The main factor remaining to be 
enumerated is the balance of international trade. This is shown 
in Table XX. 


TABLE XX 
Revised Estimates of the Balance of Trade (£ million). 


1913. | 1920. | 1924. | 1925. | 1926. | 1927. | 1928. | 1929. | 1930. 


Credits : 


Exports 525 1,334 801 773 653 709 724 729 571 

Interest on Investments. 210 200 220 250 270 270 270 270 235 

Shipping Services . ° 95 340 140 125 120 140 130 130 105 
Financial and Other Ser- 

35 15 15 15 75 75 80 80 70 

Total . e ° 865 1,949 | 1,236 | 1,223 | 1,118 | 1,194 | 1,204 | 1,209 981 


Debits : 
Imports Retained . 
Varying Items (+ credit, 
— debit): 
Net Government Re- 


659 | 1,710 | 1,137 | 1,167 | 1,116 | 1,095 | 1,076 | 1,111 | 958 


—25 | +4/] +17) 415 +24] +21 


Net Export of Gold - | —24 +41 +12 +12 —12 —4 -7 +16) —5 
Total Net Credit: 182 280 85 57 | —6 96 136 138 39 
New Issues Floated for 
Overseas . ‘ - | 198 59 135 88 122 139 144 95 | 109 
Net Efflux (—) or Influx 
(+) of Money not 
t h New Issues . | +16 | —221 +50) +31 | +128 +43] + 8 —43| +70 


In this table the estimates published annually by the Board 
of Trade have been brought together, but allowances have been 
made for a number of subsequent corrections also prepared 
officially by the Board of Trade. Usually as each of these correc- 
tions are prepared they are only carried back for a year or so; in 
this table an attempt has been made to carry them back to the 
beginning of the series, and so obtain a comparable series of 
figures since 1920. 

The quantity of fixed capital goods produced has been estim- 
ated in Table XIX. The money value of that part of it repre- 
sented by building and contracting work can be estimated as in 
Table XIV, but it is much more difficult to obtain a suitable price 
factor to apply to that part which is represented by mechanical 
and electrical equipment. A considerable part of the output of 
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fixed capital goods must be set off against depreciation and 
maintenance. For the country as a whole (including such large 
items as the maintenance of the roads and railways, which do 
not appear in the Inland Revenue maintenance allowances) we 
must estimate round about £250,000,000 in 1924, rising to per- 
haps £300,000,000 in 1929. The whole output of fixed capital 
goods in 1924 plus imports minus exports appears to have been 
£560,000,000 in 1924, rising to £610,000,000 in 1929. For 1907 
the figure appears to have been £250,000,000, of which about 
£100,000,000 were required to meet depreciation. 
C. G. 
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BRITISH FOREIGN INVESTMENTS IN 1929 


In March 1929 I published the results of a first inquiry into 
the amount of British capital invested abroad and the volume 
of annual repayments to this country. This inquiry was a pioneer 
attempt of a tentative nature, and it was realised at the time 
that as the problem became subject to closer examination in 
later investigations, more systematic methods would have to be 
used and the field of inquiry more clearly defined in order to 
ensure a fair degree of accuracy. Consequently, in my second 
inquiry, the results of which were published last year in the June 
issue of the Economic JournaL, pending the elaboration of a 
systematic method I decided to confine myself to one class of 
security only, namely, the bonds and stocks of Foreign and Colonial 
Governments, the British holdings of which could be determined 
with some degree of accuracy. 

The present essay, however, attempts to survey the main 
field of British investment overseas. The results now published 
have been obtained by methods which have been devised to 
ensure their ready application to all the classes of securities 
examined, and will probably be applied with but little change in 
further inquiries of the same nature. It will therefore be possible 
in the future to compare results from year to year, and so to 
indicate periodically the changes that take place in the nature 
of our investments overseas. Thus a comparison is made later 
on in this article of our investments in Foreign and Colonial 
Government and Corporation Stocks for the years 1928 and 
1929, estimated on comparable bases. It is hoped in later 
investigations to make comparisons which will cover the main 
field of investment. 


OBJECTS OF THE INQUIRY 


These investigations were originally inspired by a desire to 
arrive at an estimate of the volume of repayments coming into 
this country through the operation of sinking funds and maturities, 
so as to make it possible to separate the automatic portion from 
the real savings of the nation. In order to do this, however, it 
became necessary to collect information which also threw light 
upon other important aspects of our foreign investments. The 
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results published in this essay, therefore, include as regards the 
securities examined: (a) the total nominal amount of British 
capital overseas outstanding in 1929; (b) the income derived 
therefrom; (c) the volume of repayments in 1929; and finally, 
(d) the ‘‘ new money ” saved for overseas investment in 1929, 
this being regarded as the British subscription to new issues less 
the sum repaid during that year. 


Fre.p or Inquiry 


The investigations undertaken cover British investments in 
the bonds and stocks of Foreign and Colonial Governments and 
Corporations, interest payments on which are made in London, 
and in the securities dealt in on the London Stock Exchange of 
companies, both British and foreign, operating abroad. ‘The 
whole field of British foreign investments is therefore covered, 
with the exception of (1) individual private investments, (2) com- 
panies operating abroad whose securities are not officially dealt 
in here, (3) the bonds and stocks of foreign Governments not 
quoted here. For example, although it is seldom the practice 
of residents in the United States to subscribe to the sterling 
portion of a loan issued both in London and New York, British 
nationals frequently subscribe for or purchase large quantities of 
the dollar portion of such an issue. There is also a large and 
increasing investment by our nationals in United States securities 
issued and quoted only in New York, largely owing to the increas- 
ing activities of the agencies of United States banks and bond- 
selling houses in London. In addition to this omission, the 
securities of insurance companies and many financial trusts 
deriving a major portion of their income from abroad have also 
been omitted, since the operations of these companies usually 
take the form of investments in the securities of British registered 
companies or in Government and Corporation stocks already 
included in these investigations. It is recognised, however, that 
owing to the increasing interest in dollar securities displayed by 
financial trusts, this omission may give rise to an appreciable error. 


METHOD 
The securities examined fall naturally into three broad 
categories, each requiring separate analysis. They are: 


1. Securities of Foreign and Colonial Governments and 
Corporations. 
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2. Securities of British Companies operating abroad and 
registered in the United Kingdom. 

3. Securities of Companies both operating and registered 
abroad, but dealt in here. 


This analysis was only made possible by the information supplied 
to me by some seventy banks and issuing houses and well over a 
thousand companies, and I should like at this point to express 
my appreciation of the very helpful spirit in which these banks 
and companies have assisted me. 


Group 1. 
Foreign and Colonial Government and Corporation Stocks 


The method applied to this group of securities was explained 
in some detail in the Economic Journat of June 1930. Par- 
ticulars were obtained from banks and issuing houses in respect 
of each foreign or colonial loan, interest on which was paid in 
London, regarding the total sinking fund payment made in the 
United Kingdom in 1929; the total interest paid in the U.K. 
during 1929, and the proportion of such interest paid free of 
British income tax. 

For further information the reader should refer to the above- 
mentioned article. 

The results obtained for 1929 are summarised in the following 
tables and compared with the corresponding results obtained 
for 1928: 


TABLE I 


Proportion in 1929 of total Interest paid in London, tax deducted, 
on certain classes of Investments, and comparison with 1928. 


1929. 1928. 
Dominion and Provincial Government Securities . 90-2% 90-2% 
Dominion and Colonial Corporation Stocks . . 91-4 91-1 
Foreign Government Stocks 53-6 54-8 
Foreign Corporation Stocks 76-6 76-3 


1 As explained in my article of last year, the high foreign percentage in this 
group is due largely to payments made in London in respect of the foreign 
tranches of international issues. 


Table I reveals little change in the proportions of British 
and foreign holdings for the two years under consideration, 
except in foreign Government bonds and stocks. Indeed, it is 
quite clear from other information obtained for previous years 
that foreign nationals are gradually buying back the bonds issued 


— 
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in this country on behalf of their Governments. In addition to 
this continuous repurchase of bonds, Table II shows that the 
repayments in this group are becoming increasingly heavy pending 
the extinction of old loans, mainly of the Argentine, Brazil, Chile 
and China, as the cumulative arrangements of sinking funds 
through which these repayments are annually made take effect. 


- For these reasons the figure for British capital shows a decline 


in this group from £324,008,000 in 1928 to £312,792,000 in 1929, 
and it is certain that failing substantial new investment in this 
class of security, this figure will continue to decline more rapidly 
from year to year. The decline in 1929, however, was more 
than made up by increasing investment in the securities of Colonial 
Governments. Thus, in this group, in spite of a heavy repay- 
ment of £17,782,000 in 1929, the figure for British capital increased 
from £944,497,000 in 1928 to £970,551,000 in 1929, entirely as a 
result of the Colonial issues made in London during 1929. 


~ 


TABLE II 


Table showing the nominal amount of British Capital outstanding 
invested in 1929 in certain classes of Securities, the Income 
derived therefrom, the volume of Repayment, and comparison 
with similar results for 1928. 


(£000’s.) 
Capital.1 Interest. Repayment.? 

1929. 1928. 1929. 1928. 1929. 1928. 

Colonial Govts. . | 970,551 944,497 | 41,994 | 39,770 | 17,782 4,410 
Colonial Corpns. 90,887 91,453 4,422 | 4,050 | 2,502 860 
Foreign Govts. . | 312,792 | 324,008 | 16,205 | 16,048 9,404 | 8,277 
Foreign Corpns. 38,195 40,491 2,040 | 2,028 737 2,029 
Total . . | 1,412,425 | 1,400,449 | 64,661 | 61,896 | 30,425 | 15,576 


1 The figures for capital include British subscriptions to issues floated in the 
year under consideration, but on which a full year’s interest would not be due 


until the succeeding year. 
2 The figures for repayment exclude stock converted during the years under 


consideration, 


It will be observed that despite the fact that the figures for 
British capital invested in the securities of Colonial Corporations 
and Foreign Governments and Corporations were less in 1929 
than in 1928, yet the corresponding income showed an increase 
for each group. It should be remembered, however, that the 
interest in the year 1929 is more affected by the repayments in 
1928 than by those in the same year. Table II shows that these 
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were only £15,576,000 in 1928, as compared with £30,425,000 in 
1929. Again, a full year’s interest was not payable until 1929 
on most of the loans issued in 1928, a year of heavier investment. 
These facts, in conjunction with the further fact that the rate of 
interest is higher on the recently issued loans than on matured or 
expiring loans, account for the apparent paradox of an increased 
income accruing from decreased capital investments in three of 
the above groups of securities. Table III gives a more detailed 
comparison of the repayments in 1928 and 1929. 


III 
Analysis and Comparison of Repayments for the years 1928 and 1929. 
(£000’s.) 
Sinkin Optional Re- 
Maturity. Total. 
Group. 
1928. | 1929. | 1928.| 1929. | 1928.| 1929.| 1928. | 1929. 
Colonial Govts. | 3,885| 3,995| 525 | 13,787; — | — | 4,410 | 17,782 
Colonial Corpns.|  744| 308 | 1,758} — | — 860 | 2,502 
Foreign Govts. | 8,277| 8,907| — | — | — | 497 | 8,277] 9,404 
Foreign Corpns. | 591| 737] — | — |1,438] — | 2,029| 737 
Total —. | 13,305 | 14,383 | 833 | 15,545 | 1,438} 497 | 15,576 | 30,425 


1 The figures given as Optional Redemptions represent loans redeemed by 
Governments and Corporations prior to the final date of maturity. 


It will be seen that the large increase in repayments in 1929 
over that calculated for 1928 was, in the main, due to the heavy 
maturities of loans of Colonial Governments in 1929. These 
amounted to £13,787,000, for which the maturities of the loans 
of Australian States were largely responsible. It should, however, 
be borne in mind that a substantial proportion of this sum was 
derived from funds raised by new Australian issues in 1929, and 
thus does not constitute an effective repayment to Britain as a 
whole, as distinct from individual British stock-holders. 


Companies operating abroad. 

This investigation analyses the securities officially marketable 
here, of about 3,000 companies operating abroad. The capital of 
each of these companies was set down separately for British 
registered and foreign registered companies, classified in accord- 
ance with the divisions made in the Stock Exchange Official 
Intelligence (e.g. Foreign Rails, Mines, Rubber, to name only a 
few), and was further divided into two main categories repre- 
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senting the share and loan capital respectively. This latter 
division is essential, since the proportion of British holding is 
generally higher and of a different character in the debenture 
group than in the share group, and also because a larger sample of 
information is obtainable regarding the loan capital of companies 
registered abroad. In any case this division is necessary for the 
calculation of the income derived from British investments in 
these securities, since, unlike fixed interest bearing securities, 
dividends on share capital fluctuate widely from company to 
company, group to group, and year to year. 

For these reasons a sample which did not differentiate between 
the two kinds of capital would yield altogether misleading results. 

Information was obtained from companies relating to the 
amount spent on the redemption of capital in 1929; the propor- 
tion of registered share capital held by residents of the United 
Kingdom at the end of 1929, and the proportion of loan capital 
so held. ‘ 

This information made possible the calculation, among other 
things, of the British holdings of the total capital examined, and 
the British portion of total repayment. Information regarding 
dividends and interest during 1929 was derived from the Stock 
Exchange Official Intelligence and Official List. 

It is important to note some of the limitations of the above 
method of procedure. 

Little information is obtainable regarding the proportions of 
bearer securities held by British residents, except in a few instances, 
such as the Canadian and Mexican Eagle Companies and the 
bearer securities of a few Swedish companies, coupons of which 
are payable to some extent in London. Consequently there is no 
alternative but to apply the British percentage obtained from a 
sample of the registered capital in any group to the bearer capital 
of the same group. In view of the greater popularity of the 
bearer security on the Continent and in the U.S.A. than in Britain, 
it is probable that the foreign holding of bearer securities is some- 
what higher than the foreign holding of the corresponding regis- 
tered security. This has more particular reference to the 
securities of companies registered abroad, since in this group 
the bearer security figures more prominently. 

The practice of holding securities through nominees is another 
obstacle to accurate calculation. It is certain, for example, that 
there is a substantial foreign holding of securities registered in the 
names of English banks and other nominees, and it is equally 
certain that there is a still more considerable British holding of 
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dollar securities in the names of American banks and other 
companies. There is a distinct danger that this practice, gradually 
becoming more widespread, will render it difficult for decisive 
conclusions to be drawn from future investigations of this nature. 

It has already been noted that Insurance Companies and 
many Financial Trusts have been omitted from the scope of these 
investigations, since their operations usually take the form of 
investments in other companies already considered. Double 
counting has to a large extent also been avoided by excluding 
the share capital of companies more or less completely controlled 
by others. There is, however, a considerable amount of cross- 
holding between companies (for example, in the Mining group) 
with which it has not been possible to deal in this way, and which 
clearly leads to an over-estimate, particularly in the case of 
interholding between British registered companies. 


Group 2. 
British Companies operating abroad. 


A company is taken to be operating abroad if its main plant 
and equipment are abroad. Holding companies investing their 
funds in the securities of companies not already examined also 
come within this category. A number of large companies, however, 
particularly in the group covered by Commercial, Industrial, etc., 
do extensive business both at home and abroad. Owing to the 
difficulty of separating out the portion of the capital of these 
companies that can be considered to be invested abroad, not all 
of these companies have been included in the investigation. A 
difficulty of the same kind occurs with regard to the main body 
of shipping companies whose vessels travel to and from Great 
Britain. In this case again account has been taken of those 
shipping companies only whose vessels voyage almost entirely 
in foreign waters. 

It is recognised that these inevitable omissions are serious, 
since these companies do derive a considerable part of their 
income from abroad.t On the other hand, almost every British 
company operating abroad maintains an expensive London head 
office or agency, which absorbs part of the company’s capital. 
This discrepancy, for which no reliable adjustment can be readily 
made, tends to neutralise the former source of error. The table 

1 As regards the annual balance of payments, a calculation of the net income 
from abroad derived by British shipping companies is unnecessary, since it is 


included in the annual estimate of the gross receipts of these companies made 
by the Board of Trade. 
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given below should therefore be studied with these limitations in 
mind : 


IV 


Table showing the nominal amount of British Capital invested in 
Companies operating abroad and registered in the U.K., the 
Income derived therefrom, and the volume of Repayments in 
the year 1929. 


(£000’s.) 
Repayment 
Type of Share | Divi- | Loan | Inter- 
Company. Capital. | dends. | Capital.| est. Sinking| Rate | Matur- 
Fund.| %. | ities 
Dom. & Col. Rails 1,645 20} 22,636) 1,157 28 | 0-1 794 © 
Indian Rails - | 23,088} 1,980] 48,150] 1,828 83 | 0-2 876 
Ind. Rly. Annui- 
ties . 26,187} 1,296; 1,114 | 4:3 
American Rails. 800 37 800 32; —- — 
Foreign Rails . | 212,226 | 11,450 | 166,518 | 7,841 593 | 0-4 _- 
Banks & Disct. 
Coys. . | 30,368 |} 3,248 
Breweries. 4,992 395 911 32; — 
Canals & Docks . 776 1,000 60; — 467 
Commercial & In- 
dustrial . 55,868 | 4,025] 21,037] 1,163 437 | 2-1 52 
Elec. Lighting & 
Power. 8,886 888 7,542 480 21 | 0-3 i 
Fin., Land & In- 
vestment . . | 94,392] 7,333] 29,363] 1,201 855 | 2-9 711 
Gas 8,565 716| 2,339 95 89 | 3-4 — 
Iron, Coal & Steal. 6,108 266 1,580 107 38 | 2-4 — 
Mines . 5 74,354 | 6,950] 3,393 225 104 | 3-1 132 
Nitrates ‘i : 6,449 266 2,497 179 210 | 84 = 
Oi. * . | 99,626 | 14,600} 13,224 647 508 | 3:8 290 
Rubber é . | 82,223] 6,549] 5,712 370 12 | 0-2 47 
Shipping . . | 11,880 782| 4,593 240 294 | 6-4 ~- 
Tea & Coffee . | 37,904] 4,662 2,668 161 22 | 0-8 -- 
Telegraphs & Tele- 
phones. 23,626 | 2,726 4,540 270 158 | 3-5 — 
Tramsways & Om- 
nibus . | 14,382 488 | 19,070 850 153 | 0-8 398 
Waterworks . 3,447 293 1,446 75 2| 
Total . . | 801,605 | 67,674 | 385,206 | 18,309 | 4,721 3,767 
Total Loan and Share - 41,186,811 
Total Income. 85,983 
Total Repayment = 8,488 


The results shown in the above table have been arrived at with 
the aid of returns from companies covering about 65 per cent. of 
the total capital analysed. This percentage of course varies from 
group to group, fluctuating from nearly 100 per cent. for the 
Tramways and Omnibus Group to about 30 per cent. in the case 


of Banks and Discount Companies. In every group, however, 
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the size of the sample has been sufficiently large to ensure a 
tolerable degree of accuracy, subject to the limitations mentioned, 
both in the method and scope of the inquiry. 

Total British loan capital outstanding in 1929 was £385,206,000 
and repayments amounted to £8,488,000 during that year. The 
percentage of repayment is affected in a haphazard manner by 
maturities from year to year. If, however, we consider the regular 
repayment through the operation of sinking funds, the average 
percentage repaid is 1:23 per cent. This percentage varies from 
group to group, being 8-4 per cent. in the case of Nitrates and 
0-1 per cent. in the case of Colonial Railways in 1929. Indian 
Railway Annuities have been split up into two portions, repre- 
senting interest and repayment of principal respectively, the 
figures for loan capital being based upon the former. 

The income derived from a total British loan and share capital 
of £1,186,811,000 was £85,983,000 in 1929, or, roughly 7} per cent. 
Interest was slightly under 5 per cent. of the total loan capital in 
these groups, and dividends distributed amounted to 8-4 per cent. 
of the total share capital. The latter vary in important groups 
from 14:65 per cent. in the Oil group and 9-35 in the Mining 
group, to 7:96 per cent. for Rubber and 5-4 per cent. for Foreign 
Rails.” 

About one-half of the loan and share capital examined in the 
above table is absorbed by railways and other public utility 
undertakings, whilst British railway enterprises in foreign 
countries alone account for nearly one-half of the loan capital 
and more than one-quarter of the share capital. This, of course, 
represents almost entirely old investment of the nineteenth 
century, during which period the British company was the 
favourite medium for the investment of British capital overseas. 
The high rate of income tax now payable by British registered 
companies as compared with companies registered abroad, and 
the rapid industrialisation of foreign countries has now left 
but little scope for the further development of this method of 
investment, and it will be observed that comparatively little 
headway has been made by the British company even in the 
newer public utility enterprises abroad, such as Electric Lighting 
and Power, Telegraphs and Telephones, despite the fact that 
these utilities absorb an enormous amount of capital in South 
America. 

We therefore turn to the avenue of investment now offering 
a wider scope to the British investor, namely, the company 
registered and operating abroad. 
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Group 3. 
Companies registered abroad. 


Analysis of British investments in this group is more difficult 
than in either of the two preceding groups investigated. The 
mass of securities examined is of an extremely miscellaneous 
character, and the type of company to which they belong varies 
from the company which is virtually British owned and controlled 
(e.g. many of the mining companies registered in South Africa) 
to the company in which British interests are insignificant. 
Thus many American securities, despite the fact that only a very 
small percentage is held by British residents, are given a quotation 
on the London Stock Exchange simply because of their volume 
and market activity; these are consequently included in the 
analysis. On the other hand, many foreign companies have also 
made sterling issues. Consequently it is extremely difficult to 
collect a sample which is really representative of tle mixture of 
securities analysed. 

Wherever possible, separate samples of sterling and non- 
sterling issues have been used in arriving at the results. This is 
important, since naturally the British holding will be higher 
amongst sterling than foreign issues. Unfortunately, owing to 
the difficulty of obtaining information about the latter (in which 
bearer securities figure so prominently), many gaps were inevitable. 

Wherever possible, the shares of no par value have been included 
at the figure given in the latest balance sheet of the company. 

These comments should be borne in mind in a perusal of the 
table on p. 380. 

Of a total nominal share capital examined of £2,623,374,000 
for companies registered abroad, samples have been collected 
relating to £2,148,271,000. British holdings in this latter amount 
were calculated at 16-62 per cent. This general percentage was 
also applied, in arriving at the figure for British share capital, 
to the total capital in those groups in which sufficient information 
was lacking. The same percentage, of course, must not be taken 
as applying to each of the blank groups (e.g. to Foreign Rails, 
where the percentage British held is appreciably higher). 

Total repayments amount to £9,593,000, of which £5,606,000 
was repaid by the operation of sinking funds. The rate of repay- 
ment by sinking fund varied in important groups from 5:5 per 
cent. for Mines to 0-4 per cent. in the case of Dominion and Colonial 
Railways. The figure of £202,000 repaid in the Oil group was 
due entirely to the redemption by sinking fund of Preference 
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share capital of the Mexican and Canadian Eagle Companies. 
The largest maturities occur in the Mining, Tramways and 
Omnibus, and Iron, Coal and Steel groups. 


TABLE V 


Table showing the nominal amount of British Capital outstanding 
invested in Companies registered and operating abroad, the 
Income derived therefrom, and the volume of Repayments in 


1929. 
(£000’s.) 
Repayment. 
Type of Share | Divi- | Loan | Inter- | 4) s 
Company. Capital. | dends. | Capital.| est. yo 
Fund./ment 
S.F. %. 
Domn. & Col. Rails. | 55,287 | 5,501 | 161,127| 6,491} 626] 0-4 
American Rails 9,671 796 | 18,519 615} — 430 
Foreign Rails 1 2 ? 75,709 | 4,078| 888) 1-2 
Banks & Disct. Coys. | 29,982 | 2,532 | 12,999 807| 216] 1-7 
Breweries! . ? ? 40 2); — 
Canals & Docks! . 1,742 | 1,175 2,436 62; — — _— 
Commercial & In- 
dustrial . 70,648 | 7,348 | 21,464] 1,646] 723) 3-4 592 
Elec. Lighting & 
Power 11,820 600} 31,002} 1,724] 3-1 494 
Fin., Land & Inv est- 
ment . 24,416 | 1,067] 29,965) 1,603| 1,011} 3-4 165 
Gas? . ? ? 392 23| — | Share 66 
Capital 
repaid 
som, Coal & pe: » 31,905 | 1,669 8,893 635 | 268| 3-0 638 
Mines . 82,937 | 13,523 4,085 246| 223) 5-5 825 
Nitrates ; — 3,195 137) 4:3 
Oil | 23,321 634 202 | Pref. 
Capital 
repaid 
Shipping 4,183 228 2,445 155 51] 21 “= 
Telegraphs & Tele- 
phones! . ? 17,768 840| 2-2 
Tramways & Omni- 
bus - | 10,108 657 | 10,794 533 | 224) 2-1 777 
Waterworks ? ? 1,953 — 
Total? . . | 436,002 | 41,997 | 402,786 | 19,724 | 5,606 | 1-4 | 3,987 


1 General average percentage applied where sample information insufficient 
in blank groups. The totals include estimates for the blank groups of 
£79,982,000 share capital, £6,267,000 dividends. 


Total Share and Loan : 838,788 
Total Income . - 61,721 
Total Repayment . 9,593 


The average rate of interest on loan capital was 4-90 per cent. 
as compared with an average rate of dividends on share capital 
of 9-63 per cent. This latter rate varied in important groups 
from 16-3 per cent. for Mines, 10-4 per cent. for Commercial and 
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Industrial, 9-9 per cent. for Railways in British Possessions to 
5-2 per cent. for Iron, Coal and Steel, 4-4 per cent. for Financial, 
Land and Investment and 2-7 per cent. for Oil. 

Railways in British Possessions account for £216 millions, or 
over one-quarter of the total loan and share capital analysed in 
the above table. This is almost entirely due to the heavy British 
investments in the Canadian- National and Canadian Pacific 
Railway companies. 

The total British loan and share capital in the Electric Lighting 
and Power group is £43 million, contrasted with only £16 million 
in the case of British companies operating abroad. In the case 
of the loan capital in the Telegraphs and Telephones group. the 
corresponding figures are nearly £18 million for companies regis- 
tered abroad and £4} million for British companies (see Table IV). 
These comparisons relating to British investment in the younger 
industries bear out the view that the British company operating 
abroad is no longer so favourable a medium for the investment 
of capital. It is true that among the securities analysed, the 
British company accounts for £1,187 million as compared with 
£839 million for the company registered abroad. But it must be 
remembered that there is a considerable amount of British money 
invested in foreign securities not quoted here; and the inclusion 
of these would probably increase the latter to a larger figure than 
the former. It would therefore appear that with the growth in 
our foreign investments the proportion British controlled is tending 
to diminish. 

It is now possible to summarise the results obtained for the 
three groups of securities analysed. 


Taste VI 


Table showing the nominal amount of British Capital invested 
Overseas in the classes of Securities analysed, the Income 
derived therefrom, and the volume of Repayments in 1929. 


(£000’s.) 
Group. Capital. | Income. | Repay- 
ment. 

1. Foreign and Colonial Government and 
Corporation Stocks . 1,412,425 | 64,661 30,425 

2. Companies registered in the U.K. and 
operating abroad. 1,186,811 85,983 8,488 

3. Companies eceiiad and operating 
abroad . 838,788 | 61,721 9,593 
Total . . | 3,438,024 | 212,365 48,506 


| 
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The above table shows that in the field of investment examined, 
British capital aggregated £3,438 million. As already explained, 
this omits the important body of British holdings of securities 
not quoted on the London Stock Exchange, and a certain amount 
of bearer securities of Foreign and Colonial Governments and 
Corporations, the coupons of which were cashed abroad by British 
investors. Taking this in conjunction with the substantial British 
holding through foreign nominees of securities under Group 3, 
and individual private holdings and investment in real estate 
abroad, we consider that this total should be written up by at 
least £300 million to £3,738 million, covering the whole field of 
British investment overseas. 

The income derived from the capital dealt with in the above 
table was over £212 million, and the rate of income 6-17 per cent. 
in 1929. In order to make this figure comprehensive, this again 
would have to be written up by at least £19 million to £231 
million. The table given below throws some light upon the 
possible fluctuations of this figure in good and bad times. 


VII 


Table showing the division of British Capital invested abroad as 
between Loan and Share capital, and the Income derived from 
each class in 1929. 


(£000’s.) 
4 Share Divi- Loan Interest. 

Capital. | dends. | Capital. 

1, Foreign and Colonial Govern- 
ments and Corporations 1,412,425 64,661 

2. Companies registered in U.K. 
and operating abroad six. 801,605 | 67,674 385,206 | 18,309 

3. Companies registered and 
operating abroad . 436,002 | 41,997 402,786 | 19,724 
Total . 2 . | 1,237,607 | 109,671 | 2,200,417 | 102,694 


These figures reveal that in spite of the fact that debentures 
and other forms of loan capital constitute nearly two-thirds of 
British capital overseas, yet dividends on share capital averaging 
8-86 per cent. amounted to more than half of the total income 
from these investments in 1929. If in a bad year average divi- 
dends decline, say, to 3 per cent., then, assuming no default in 
debentures, it is clearly possible for our income from overseas 
investments to fall to as low a figure as £140 million, thus illus- 
trating the extent to which world depression may affect our 
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balance of payments through this item. Conversely, in a good 
year this figure may rise to as much as £300 million. 


Overseas Investments in 1929. 


According to the Midland Bank figures, money subscribed for 
overseas issues in London in 1929 was £94,347,000, excluding 
issues made for conversion or redemption. The figures for 
repayment given in Table II include, however, certain sums © 
repaid by the Australian and New Zealand Governments from 
funds raised by new issues in 1929. The inclusion of these funds 
brings the Midland Bank total to £105,567,000. It appears from 
the interest payments made on certain of these new issues that as 
great a proportion as 9-56 per cent. was paid tax free to foreigners. 
Applying this percentage to the total new money subscribed, 
the British subscription to sterling issues in 1929 was £95,475,000. 
If then we deduct the sum of £48,452,000 representing capital 
repayment, and therefore automatically available for reinvest- 
ment, the new money invested in this class of security amounted 
to £47,026,000 for 1929. The following table facilitates com- 
parison with previous years : 


(£000,000’s.) 


These figures disclose the striking decline that has taken place 
in our annual new overseas investments, not only since 1913, 
but also since 1927. It is important, however, to remember that 
they do not give an accurate picture, but rather an indication of 
the position of our annual investment overseas, since they exclude 
the money absorbed annually in the net purchase of existing 
securities, or invested in new issues made entirely abroad. With 
regard to the bonds of Foreign and Colonial Governments and 
Corporations, apart from a gradual repurchase of securities by 
foreign nationals, very little change in ownership during 1928 
and 1929 is noticeable, but, as has already been stated, the practice 
of investment in securities not quoted here is growing, and the 
new capital invested in this way is not easily ascertainable. But 
it is certain that the diminished attractiveness of overseas invest- 
ment in 1929 as revealed by the above figures, and the heavy 


1 The figure for 1913 is adjusted in accordance with the index-number of 
wholesale prices for 1929. 
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liquidation of American securities accompanying the Wall Street 
crash, were reflected in a like decline in investment in this form 
of security during that year. This general decline in overseas 
investment is particularly serious at the present moment, when 
Britain is struggling to maintain her export trade, since her 
income from this item is becoming increasingly important as a 
means of paying for imports, which tend to grow steadily with 
the growth in population. This income, calculated at £231 
million for 1929, in view of the subsequent world depression will 
almost certainly fall by something like £70 million to about £161 
million for 1931, thus still further emphasising the great need 
for building up these investments as a bulwark against bad times. 


It has not been possible in this analysis to throw much light 
upon the changes that have taken place in the nature of our 
investments overseas during 1928 and 1929, except in the case of 
the securities of Foreign and Colonial Governments and Cor- 
porations, where the results for 1929 were obtained by the same 
methods as those used for 1928. Further inquiries which I hope 
to undertake will render possible a more complete survey of these 
changes. Meanwhile, in response to many requests, it is hoped 
in a later article to analyse the results contained here on a 
geographical basis, so as to obtain an indication of the volume 
of British investments in particular colonies and foreign countries. 

RosBert KINDERSLEY 
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SILVER 
A Stupy IN MONETARY STABILITY 


THE purpose of this article is, first, to attempt to explain the 
recent phenomenal fall in silver values; secondly, to discuss the 
effect of low silver values on world trade; and thirdly, to dis- 
cover what remedies are feasible and useful. 

The price of silver has declined in five years from 32d. to 13d. 
per oz. Both in India, where silver is hoarded wealth, and in 
China where it is the exchange standard and the monetary reserve, 
this occurrence has consequences (affecting almost half the world’s 
population), which merit quite elaborate analysis. 

A typical year’s consumption will be divided between the 
various uses in the following proportions: industry 20 per cent. ; 
Indian hoardings 37 per cent.; Chinese uses 35 per cent.; non- 
Chinese coinage 8 per cent. 

The main Chinese uses are coinage, note and bank deposit 
reserves, a little jewellery and uncoined circulating silver. 

There is a rough correlation between silver prices and the 
usual wholesale price indexes, which gives the clue to the nature 
of the former. The 20 per cent. of silver used industrially exhibits 
cyclical fluctuations it is true, but we must pay more attention 
to India (37 per cent.) and China (35 per cent.). The Indian 
hoarding demand naturally varies with crop prices, and import 
prices are lowered so far as India’s capital loss, when the price 
of silver falls, increases the disposition to save. The Chinese 
relationship, which we elaborate below, is more direct. So far 
as Chinese internal prices are sticky, the price of silver, as Chinese 
exchange, must vary so as to produce, amongst other effects, 
an equilibrium of exchange. Thus a fall in silver is a reflection 
of lower export prices, and in turn spoils the China market for 
imports. This relationship does not exclude the possibility of 
a fall in silver proceeding from increased supply, but determines 
the proportion of it which must be taken by China. Round about 
1928 demonetisation sales of silver produced this situation, and 


carried the price of silver lower than necessary to balance China’s — 


exchange. Since 1929 production has declined considerably, and 
demonetisation sales a little, yet nevertheless the price has 
declined even more steeply, either because the reduced total 
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supply is still too large for India, now affected by the fall in export 
prices, or because this fall, bearing on China, has automatically 
depreciated silver. 

Over this period, and indeed for many years past, the Chinese 
price level has been rising (15 per cent. in Northern China since 
1926, but probably less elsewhere). Turning first to causes 
unconnected with silver, we find the destruction of supplies by 
banditry and war; then the customary increasing issues of in- 
convertible notes, and thirdly, specific issues, no more convertible, 
by War Lords. Among the causes connected with silver we find 
under-valuation, which raises the prices of imports. Since this 
under-valuation, from about 1924 onwards, has been relative to 
Chinese costs and prices (though the latter have risen), it will 
have curtailed imports, if the demand is elastic. 

We have already noticed a special case (the demonetisation 
sales) which increased China’s import of silver. This was probably 
automatic, and much of the silver, acquired in practice by specula- 
tors, is lying in Shanghai. The rest was put into the coinage. Since 
the flood of notes raised prices, presumably more coinage would 
be required for transactions customarily made in the metal. In 
commercial China, where the expansion of trade has been greatest, 
inconvertible paper is a minor factor, and probably the need for 
coinage has been given by the greater volume of transactions and 
by the rise in prices occurring, if the greater activity, largely in 
local manufacture consequent on under-valuation, increased in- 
vestment, or if the products of this exchange-protected manufac- 
ture were sold at practically the same price as the remaining 

Before proceeding, it is as well to recollect the liability of 
China to fortuitous inflations. The average silver reserve for all 
China’s note liabilities is probably not more than 3 per cent.— 
we may suppose that to be the meaning of Mr. Kann, author of 
The Currencies of China, when he states that the existing silver 
will cover only 3 per cent. of China’s paper. In the commerical 
areas, however, the reserve proportion is no doubt higher. As 
the banking system gains stability and adopts Western ideas of 
respectability, the demand for silver should be increased. For 
the time being it is curious to notice that the Nanking Govern- 
ment has been making laborious efforts to unify the coinage, 


1 Vide Pinnick, Silver and China (King, 1930), p. 35. I have used some of 
Mr. Pinnick’s material on China in various places where specific acknowledgment 
is cumbrous. 

2 In Finance and Commerce, Shanghai, 1930, quoted Pinnick. 
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though this reform is diluted by the continuance of medieval 
chaos in the matter of note issues. Issues of silver alongside in- 
convertible paper are no substitute for banking regulations, since 
the silver is likely to be withdrawn into hoards. 

On the subject of China’s ability to import silver, in its aspect 
as a transfer problem, we may surmise that under-valuation has 
tended to increase the gold balance of trade, since both China’s 
demand for imports and the world’s demand for her exports are 
probably quite elastic. On the other hand, civil war has dimin- 
ished the inflow of loans, and gold export prices have been falling. 
For these reasons there has been a tendency, proceeding from 
China outwards, for Chinese exchange—silver—to depreciate ; 
though since the demonetisation sales of silver it is possible that 
further depreciation, proceeding largely from India, has overtaken 
the Chinese tendency, and, until the depth of the slump in export 
prices, created a tendency towards a favourable balance of trade, 
satisfied by larger imports of silver. But the underlying relation- 
ship is that the price of silver must be such as to balance China’s 
international account, including import of so much of the metal 
as that price will not commend to other markets. 

There is a latent assumption here that the Chinese price level 
is fixed (or independent) and that the exchange gives way instead. 
It may well actually do so, since there may be variations in the 
inflow of silver (which need not be an initial cause of changes in 
the price level). So far as the price of silver is, in fact, less fixed 
than the Chinese price level, the relationship given above provides 
China with the simplest of all methods of obtaining exchange 
equilibrium, for there need be no painful efforts to adjust prices, 
nor the embarrassing consequences of such adjustment. A fall 
in the price of silver (proceeding from exchange difficulties) both 
offers the exchange advantages of under-valuation and curtails 
imports of silver. But should the fall in the price of silver pro- 
ceed from an increase in supply, not compensated by an expansion 
of non-Chinese demand, then China’s foreign balance is increased 
and more silver is taken.1 The demonetisation sales did this; 
remonetisation might have diminished the balance. Moreover, 
movements either way are exaggerated by the fact that the silver 
yield of the customs collections pledged to the service of the foreign 
debt must be increased (or decreased) as the price of silver falls 
(or rises), so that imports must be increasingly curtailed (or 
permitted to expand). 


1 At least such a proportion of the increased supply as the resulting price 
does not push on to the other markets. 
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It is clear so far that China has had occasion to, and been able 
to, import silver in circumstances not directly dependent on the enc 
attractiveness of the price, for the price is constant. To what red 
extent price is an attraction in the other markets is a matter of the 
more than ordinary uncertainty. The coinage and art demand is resi 
very inelastic. The Indian demand may have more than unit che 
elasticity. But the aggregate market is not elastic, it seems the 
quite clear, and into a non-elastic market have been plunged the dui 
demonetisation sales. in 
Not only has the demand declined, but the supply increased, 
since the coining countries, other than China, have ceased new silt 
coinage and started to offload surplus silver. The average coinage the 
demand, apart from India and China, has been 42 million oz. cro 
from 1920 to 1930, but in the last six years the average has to 
fallen to 28.1 India appears not to have bought any silver for of 
coinage since 1920. On the other hand, the extra supplies coming an 
mainly from Government disposal have averaged 37 million oz. (in 
for the eleven years, and 63 million oz. for the last three years. wa 
For these three years taken together the disposals have amounted 19: 
to three-quarters of an average year’s production calculated over 12! 
those same three years. an 
These disposals started a few years after the war, when, of 
owing to the rise in the price of silver to a level which threatened of 
the token system of British and other subsidiary coinages, these 
coinages were debased. The British fineness was reduced from si 
925 to -500, which in the years 1920-29 has yielded 95 million rec 
oz. of silver for sale. And of course a falling price level makes pri 
some subsidiary coinage surplus, giving room for extra disposal. ru] 
Instead of buying an average of 214 million oz. as before debase- in 
ment, the Mint has since debasement sold an average of 9 million. 
No less than 11 million oz. was sold in 1929. France and to 
Belgium between them have sold 87 million oz. in the last four sil 
years, and Indo-China 50 million. Indo-China is said to have 
finally abandoned silver and has turned to gold exchange. This eit 
switchover has largely been caused by fears of silver dumping. thi 
India in four years has sold 103 million oz. On the reasonable 
assumption that sales since 1928 have been a cause of the silver of 
collapse, India, Indo-China and France appear the most implicated, mi 
with Great Britain and Belgium runners up. For the European ac 
countries, debasement and redundancy have supplied the motives ; me 
for Indo-China and India, the movement towards gold. no 
1 These estimates, and many others scattered through these pages, I have th 
by courtesy of Mr. Joseph Kitchin. mi 
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But India’s journey towards the pure gold standard is not 
enough to explain the disposals of silver and the degree of 
redundancy now attached to the old silver reserve. It is true 
that gold, gold exchange and foreign securities are replacing this 
reserve, but probably the origin of the redundancy was the pur- 
chase of nearly 200 million oz. from U.S.A. in 1920 to support 
the high prices and satisfy India’s balance of trade accumulated 
during the war. This silver has more than lost its usefulness 
in the subsequent fall in prices. 

The Hilton Young programme of 1926 was to diminish the 
silver reserve of 85 crores of rupees (293 million oz.) to 70 crores by 
the time the proposed Reserve Bank was established; then to 50 
crores three years later; to 35 crores six years later; and finally 
to 25 crores (86 million oz.) ten years later. But by the beginning 
of 1928 the silver reserve had increased from 85 to 110 crores, 
and the totals already mentioned were then all raised 25 crores 
(in the Reserve Bank Bill of that date) so that the same quantity 
was left to be sold, or retained in case prices rose. Yet since 
1928, despite the disposal of 30 crores, the reserve has risen to 
129 crores (443 million oz.) by a further accession of 19 crores, 
and it is still increasing. The total net accession since the date 
of the report has been 44 crores (151 million oz.)—52 per cent. 
of the original reserve. 

The first feasible explanation is redundancy of silver occa- 
sioned by the fall in gold prices. This diminishes the turnover 
requiring to be supported by silver, even though silver is the 
principal currency. Since 1926 circulating silver and paper 
rupees together have declined by 116 crores from 427, and included 
in this figure is the 74 crores of silver rupees mentioned above. 

The second explanation is that if any Indians are disposed 
to bull silver, it will pay them to exchange rupees for imported 
silver, because though silver may rise, the rupee cannot. 

Thirdly, many Indians may have lost confidence in the rupee, 
either because its intrinsic value has fallen, or because they fear 
that the ls. 6d. ratio is doomed. 

At this stage we may sum up by saying that in circumstances 
of non-elastic demand, the available supply of silver was tre- 
mendously increased by the policies of several Governments 
acting very largely haphazard. It is clear that the Indian Govern- 
ment’s method of selling gently and “ placing ” the silver gives 
no more than temporary support to prices, and the disposals of 
the last two years have indeed appeared to be callous. The 
market has been demoralised, and prices would have fallen even 
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lower but for China, which automatically takes more silver if 
the price is lowered through external causes. 

China has been reproducing the sweated prosperity of post- 
stabilisation France, and may in the end gain, for local textile 
and other industries seem to be developing. But railway material 
becomes dearer and transport is more important than even low 
gold wages. For the time being, also, China is deprived of useful 
imports for consumption, and the commercial areas are feeling 
the pinch of dearer imported food, like rice. 

India loses 25 per cent. of her hoarded wealth, and the money- 
lenders have a harvest of foreclosures, with consequences almost 
as favourable to the revolution as the ls. 6d. rupee, succeeded 
by the collapse in wheat, cotton, sugar, jute, and other Indian 
exports. 

Yet China provides the more subtle problem, and has puzzled 
Lancashire. The 1930 customs collections translated into gold 
were 12 per cent. less than in 1929, although, from January 1930, 
the collection was put on an assumed gold basis, that is, stifiened 
up in proportion as the price of silver fell. Reference to the course 
of silver prices, and a little arithmetic, show that actual imports 
must have declined nearly 20 per cent. During 1931 the decline 
continued. The 1929 export figures were 25 per cent. better 
than 1928, then steady to 1930, and have since diminished. 

If China had been on a gold standard, we may suppose that 
her foreign balance would have declined in the slump, like Aus- 
tralia’s. There would be only two ways out, to compound the 
external debt, or to curtail the imports of something. Since 
extreme pressure would have been on the Government and the 
banks, we may conclude that silver, for new coinage and reserves, 
would have been dispensed with (and on our assumption there 
is no extra need for silver arising out of promiscuous inflation). 
As it happens, it is cotton goods, railway wagons, and rice that 
have been foregone, both through the mechanism of the exchange 
and the need to maintain customs collection in gold values. It 
is impossible to calculate whether the silver imports, now per- 
sisted in but postponable, would make a balancing factor large 
enough, were China on gold exchange, to provide, if these imports 
stopped, for the continuance of both merchandise imports and 
of external debt payments, without either encroaching on the other. 

This is a matter for statistics, which are not available, but 
we may reasonably guess that though being on gold would not 
have ruined China, for there was room to dispense with silver and 
some other imports, yet the variable silver standard has had the 
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advantage of providing automatically for China’s solvency. As 
it happens, demonetisation sales, together with the variable 
tariff, have, until export values declined, increased China’s balance 
of trade. 

Had there been no demonetisation sales, 1930 might have 
witnessed such a decline in the foreign balance as to curtail the 
import of silver. Remonetisation purchases might have obliter- 
ated this import, or caused an export, leading to deflation. But 
it is hard to imagine any such circumstances capable of causing 
greater deflation than would have ensued from adherence to 
gold, and, in fact, no deflation has been necessary. The actual 
inflation has been amply covered by the demonetisation sales 
and may have been provoked by them. So far, the automatic 
system has held together. 

However, the Kemmerer Commission (1929) reported ‘in 
favour of a fixed (gold) exchange. This was not an occasion for 
surprise. American economists recognise at least amply the 
virtues of a stable exchange. But the exchange problem is only 
one of three. As Pinnick points out, there are the separate ques- 
tions of unifying the coinage and of introducing system and safety 
into the note issues. Dr. Kemmerer’s proposal for unification is 
to introduce a token coin, the sun (1s. 8d.) (about 70 per cent. 
full-bodied). The Sun-yat-sen dollar now being issued is just as 
useful for mere unification. 

The systematisation of note issues must await the extension 
of centralised control over the provinces. Stabilising the ex- 
changes involves tokenising the coins, otherwise the gold standard 
reserve will be at the mercy of future falls in the external price 
of silver. It would be the bimetallic system with divergences of 
the values of gold and silver satisfied not by the export of one 
metal and import of the other, but by violent and sudden fluc- 
tuations in the gold reserve. A token coinage would guard against 
this, but Kemmerer’s proposals have evoked no enthusiasm in 
China, where it is recognised that the sentiment of the people 
is strongly against any coinage but full-bodied. 

The method by which Kemmerer hopes to accumulate a gold 
standard reserve is also open to criticism. In part it would be 
immediately provided by taxes on local financial business, but 
short of a foreign loan it is difficult to see how the transfer could 
be made to London and New York. The other part of the re- 
serve was to come from seigniorage profits, that is, sales of sur- 
plus silver. On the reasonable assumption that non-Chinese 
demand for silver has unit elasticity, and that China ceases to 

No. 163.—voL. DD 
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buy, then the optimum rate of sale is such that even the modest 
sum of £20 million can never be accumulated in less than five 
years.1 The resulting price would wreck the silver market and 
put producers out of business for a generation. And the ad- 
vantages of the gold exchange system are not sufficient to justify 
forcing the Chinese to accept token coinage, and ruining every 
Indian or Chinaman who has silver wealth or coin. Much more 
important for China is the unification of, and imposition of 
legislative control over, note issues. The evils of complete chaos 
in these matters are obvious—those of exchange instability, 
hypothetical at the most. 

For the remainder of the discussion we will assume, despite 
Kemmerer, that the silver standard is politically essential and 
economically desirable. The essence of it is the entire freedom 
of the price of silver, except so far as the exchanges can be kept 
level by (a) variation in indebtedness, (b) variation in the import 
of silver, or (c) variation in the price level, perhaps proceeding 
from (6b). As to indebtedness: the ability of China to raise 
fresh public loans is little enough, though there are fluctuations 
of trade credit. Existing loans probably cannot be paid off 
without special effort, since the circumstances which make it 
possible to effect the transfer, increase the silver burden. But 
the import of silver should be variable without much harm, and 
it is not for certain wedded to the price level. The price level 
ought to remain as independent as possible. This would be 
feasible in most ordinary cases, even if the price of silver were 
not uncontrolled, provided that price level were not being inflated, 
or if export values did not fall so low as to lead to the export of 
silver. If the price of silver were controlled, silver might have 
to be exported in the severest cyclical cases. This would clearly 
be to China’s disadvantage. On the other hand, lack of control 
upsets the producers, and India. From the non-Chinese point 
of view, control of sorts is the obvious aim, and without attempt- 
ing to assess whether China’s convenience should be suppressed 
for the purpose, we will proceed to canvass the possibilities of 
stabilising silver, and of rehabilitating it. 

To devise control requires the gift of prophecy, and the 
most we can prophecy about the silver world is that, like every- 
thing else, it will no doubt settle down to some long-period 
equilibrium, probably on the basis of silver 30 per cent. cheaper 
than the realised post-war average. In the meantime, however, 
we can attempt short-range prevision, following Mr. Kitchin. 


1 Much longer, if India continues selling, or if there were a flight from silver. 


19 
19 
| th 
tre 
he 
tic 
be 
ho 
as 
| we 
es] 
de 
me 
ge 
sil 
So 
a] 
it 
scl 
un 
so 
fai 
po 
M 
re! 
TI 
re 
ar 
a 
O1 
no 
eq 
be 
so 
ret 
10 
pl 
ce 
sil 
de 


1931] SILVER 393 


The new supply fell away nearly 8 per cent. in 1930, and 
1931 is expected to show a further 11 per cent. curtailment, 
though by itself this reduction in supply will not cope with the 
tremendous fall in price. The Indian hoarding demand should 
help to support prices, as it probably has more than unit elas- 
ticity, but, on the other hand, the tariff on imported silver has 
been raised from 43d. to 63d. per’ oz., in an effort to support 
home silver prices. The industrial demand will probably revive 
as the trade cycle swings upward. The coinages of the Western 
world will probably provide a little new demand in the future, 
especially as prices begin to rise, and Europe is at the end of 
debasement. The Chinese demand will depend on the improve- 
ment in export business. Not much can be hoped for until 
general revival comes, which in turn will increase the supply of. 
silver, since 70 per cent. of it is a joint product with base metals. 
So taking all these factors into account, and combining them with 
a prospect of further sales from India, the future of silvér valués as 
it must be visualised to-day is not at all attractive to producers. 

Such a situation seems to indicate the need of a valorisation 
scheme. But the producers are scattered; they deal in a most 
uncertain market; their product is not produced for its own sake, 
so that mining of it cannot be deliberately curtailed, except so 
far as ores are now worked which are richer in (say) copper and 
poorer in silver; and lastly, the pure silver mines, mainly in 
Mexico, would wish to be included, but no price that would 
remunerate them could feasibly be chosen. 

It is essentially a task for Governments and Central Banks. 
The American Government bought silver just for the sake of 
rehabilitating it, from 1878 to 1894. Various American experts 
are recommending the same course to-day; the Democrats and 
a number of Republican Senators are said to be in favour of it. 
On a number of simplified assumptions, the detail of which is 
not relevant, the cost of getting silver up to 30d., everything else 
equal, would be in the neighbourhood of £12 million. It would 
be a bargain for the countries that export to India; and to China, 
so far as this business was preferred in China to the import or 
retention of silver. 

Then there is a scheme that America should accept, say, 
10 per cent. of war debt payments in silver at 18d. This would 
please Nevada; look like aid to Europe, yet not amount to can- 
cellation; ease the gold problem, and satisfy everyone. But the 
silver problem will be past its worst by the time the various war 
debt payments are resumed. 
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Another possible scheme for killing several birds with the one 
stone would be world bimetallism. Some of the difficulties would 
be avoided if Central Banks had the option (preferably exercised 
in concert) as to which metal at any time they would sell. 

For the time being, however, some will take comfort from the 
thought that the Indian Government’s sales of silver are not 
popular among the local politicians. There is a possibility of 
their being discontinued (at a sacrifice of probably not more than 
£14 million per annum at the most), either when a further instal- 
ment of home rule is granted, or when the bill for the establish- 
ment of a Central Bank comes up for further consideration. 
In all reasonable probability, the revival of India’s home trade, 
following the rehabilitation of silver, would restore the public 
revenues, despite the apparent loss. It is inconceivable that the 
recovery in the value of silver hoards would have no effect on 
the disposition to save out of income and make good the capital 
loss. Moreover, dearer silver might in the particular case of India 
impinge on quite an elastic demand, and thus relieve the exchanges 
from part of the burden of importing it. 

But India’s gain, to be of consequence, would require a price 
of silver which so appreciated the exchange of China as to involve 
the export of silver, and deflation or default. 

Kirk 
King’s College, 
Cambridge. 
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1. ‘ Tuts book . . . has occupied me for several years. . . 
during which my ideas have been developing and changing, 
with the result that its parts are not all entirely harmonious 
with one another.” It is this and the following sentences from 
Mr. Keynes’ preface to his T'reatise on Money which embolden 
me to try to set in order the difficulties which I feel about some 
parts of the fundamental apparatus employed in that work, in 
the hope that my criticisms may throw a little more light on 
what remains a field of appalling intellectual difficulty, and even 
perhaps assist the author himself towards giving to his fertile 
and penetrating ideas that harmonious synthesis of which he 
seems conscious that they still stand in need. What follows, 
therefore, is in no sense a review of this many-sided work as a 
whole; it is concerned only with the fundamental argument 
developed mainly in Books III and IV, and only with those parts 
of that argument which have reference to a closed system. 

2. My first difficulty is to be sure exactly how much Mr. 
Keynes claims for the “ fundamental equations ” which are the 
main instrument of his analysis. Sometimes, as in Vol. I. 
pp. 138 and 222,1 he seems merely to urge that while, equally 
with the old quantity equations, they are formally mere truisms, 
they are better designed than the latter for elucidating the causal 
processes at work. But on other occasions he makes the more 
ambitious claim that they exhibit the operation of forces which 
can by no possibility be revealed by the use of the older methods, 
so that his methods have the merit not merely of being neater or 
more instructive, but of leading us to a right result, while the 
older methods would have led us to a wrong one. Thus on p. 147 
we are told that it is even conceivable that the cash deposits, 
the savings deposits, the velocities of circulation, the volume of 
monetary transactions and the volume of output may remain 
the same, and yet that the price-level of output may alter. This, 
it is admitted, would be an extreme case; but even in ordinary 
cases ‘‘ the degrees of change in the quantity of money, the 

1 To save unbearable prolixity, I must take leave to assume that the reader 
studies this article with Mr. Keynes’ volume close at hand, and is familiar with 
its terminology. The page references are to Vol. I except where otherwise 
stated. 
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velocities of circulation, and the volume of output will not be 
related in any definite or predictable 1 ratio to the degree of 
change in the price-level of output.” The superseded equations 
are thus suddenly degraded from the rank of truisms to the rank 
of untruths. 

The same motif recurs in the prelude and the epilogue to the 
valuable statistical discussion which goes to make up Book V. 
In the former we are bidden to distinguish (II. 4-6) between 
“monetary elements ”’ and “ investment elements ”’ in the left- 
hand side of an equation whose right-hand side is the total value 
of output. In the latter (II. 89) we are given an index intended 
to represent the variability of the “turnover of the industrial 
circulation,” that is, of the total quantity of money expended 
annually upon the preparation and purchase of output. Dividing 
this index by an index of output, we get a price-level; and we 
are asked to believe that the divergence of the actually recorded 
price-level of output ? from this theoretical price-level is a measure 
of the potency of forces, connected with the relation between 
savings and investment, whose presence the concepts of quantity 
of money and velocity of circulation, combined into the concept 
of ‘‘ turnover of industrial circulation,’ are inherently impotent 
to reveal. 

My grounds for believing this assertion to be baseless, and 
the alleged dichotomy between ‘“‘ monetary ”’ and “ investment ” 
elements to have no reality,? will appear more clearly when I 
come to consider Mr. Keynes’ second fundamental equation. 
Meanwhile, I am only indulging in a preliminary appeal to him 
to make clear from the outset whether, in his dealings with 
“ velocity ” equations, he conceives himself to be infusing life 
into truisms or refuting untruths. 

3. I have not much to say about Mr. Keynes’ first equation— 
that which deals with the price-level of consumption-goods. He 
employs, it will be remembered, the following concepts and 


1 The collocation of these two words seems to me to create prejudice. There 
are many concepts in economics which are perfectly definite, but which cannot, 
in the present stage of our knowledge, be utilised for the purpose of prediction. 

2 As a measure of this, Mr. Keynes, for reasons which seem inadequate, uses 
the wholesale index. He desires to exclude services, which are excluded from 
his index of output, and therefore rejects his own “‘ consumption-index,”’ which 
indeed, as the reader can see by testing for himself, gives a plainly ridiculous 
result. But even so, surely the retail price-index would have been a better 
approximation. 

3 See, for another curious illustration of this dichotomy, II. 79-80, where 
the tendency of traders, in time of boom, to economise in their holdings of cash 
in order to expand their investment in working capital is treated as a ‘‘ monetary 
element ”’ and contrasted with influences on the side of investment. 
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symbols. J = the total of money earnings or income; S = the 
part of # not spent on consumption-goods; O = output, made 
up of R, available output or consumption-goods, and C, “ invest- 
ment” or additions to capital; J’ = the part of income earned 
by the production of C, i.e. LE. - P =the price-level of R. 
Then starting from the proposition. — S = PR (i), we reach by 
easy algebra the result P = (ii). 

Equation (i) is of the Fisherine type, 7.e. it equates the flow 
of money devoted to the purchase of a certain type of goods 
during a period with the flow of goods of that type becoming 
available for purchase. And equation (ii) derived from it is well 
adapted to show the effect of changes in the distribution of a 
given income between saving and expenditure on consumption- 
goods. I am not sure that it is so well adapted to show the 
effect of the kinds of changes in which, in a study of short-period 
fluctuations, we are most interested. Thus, suppose a Govern- 
ment or banking authority creates new money by way of doles, 
it is clear that the stream of expenditure devoted to consumption- 
goods will be increased, while ‘‘ income” in Mr. Keynes’ sense 
(i.e. sums earned by the production of output) is unaffected. 
Hence in this case the equation fails us.1_ In the more important 
case in which both income and non-available output are increased, 
through the payment of new money to factors of production 
which are drawn into employment in order to build up increments 
of working capital, the equation stands; but the inference 
drawn from it—that a change of this type affects in the first 
instance only the second term of equation (ii) and not the first— 
is only valid on the assumption that the change can be effected 
without bringing into play the law of diminishing returns. For 
otherwise, since a unit of output is defined as being that output 
which has a given cost of production at the base date, # will be 
increased out of proportion to O, and the first term of the equation 
will rise. 

4. I pass to the second fundamental equation, which intro- 
duces us to P’, the price-level of C, and JT, the price-level of O. 


We have 


1 My attention was first drawn to this point by Mr. A. Golodetz of Trinity 
College, Cambridge: nor do I claim discovery of the point which follows. 


(i), whence by easy algebra JJ = 


(ii) where J = P’C, the value of “‘ investment.” 


f 

1 ie 
7 
l 


398 THE ECONOMIC JOURNAL [SEPT, 


The main thing to notice about (i) is that of all the truisms 
in which the theory of the value of money has been formulated, 
this is the most truistical. For it does not, like the Fisherine 
type of equation, direct our attention to a phenomenon of the 
market, nor, like the Marshallese type, to a phenomenon of the 
mind; it is simply the formulation of a weighted average. This, 
while it is a little surprising in an equation whose claim to 
superiority over its predecessors is made to rest on its superior 
efficacy in directing our attention to the causal processes involved, 
is not, of course, in itself a condemnation. It merely means that, 
as Mr. Keynes admits, we must look outside the equation for an 
account of the forces determining the crucial term P’. But it 
is, I think, the main source of weakness in the whole structure 
that Mr. Keynes has nowhere thought it necessary to reduce the 
forces determining P’ to an equational form. 

Before approaching directly the problem of P’, we may for a 
moment pause over a statement on p. 136 about the relation 
between P and P’ which may have hung up others besides the 
present writer. ‘The price-level of consumption-goods,” we 
there read, “is entirely independent of the price-level of invest- 
ment-goods.”” This is true in the limited sense that each price- 
level depends proximately on the flow of the relevant class of 
goods and on the flow of money directed to its purchase. But it 
is rightly conceded on p. 143 that both F and the flow of money 
directed on to R will themselves be influenced by the level of 
P’; and it is urged on p. 152 that the conditions of equilibrium 
of P include equality of S with J, i.e. with the value of C, not 
merely with its amount. It seems, therefore, that we need not 
take the statement on p. 136 too much to heart. 

What is P’? It is the price of “investment,” which by 
definition includes increments to working capital as well as new 
machines or “ capital goods.” 1 But this composite nature of C 
is not always, I think, sufficiently remembered. Thus the argu- 
ment connecting P’ with the rate of interest, which is first stated 
on p. 154, and to which I shall return, is relevant only to the 
price-level of that part of C which consists of new machines. 
The price-level of increments of working capital is a somewhat 
elusive notion. Sometimes (p. 314) Mr. Keynes treats the price- 
level of working capital as a whole as being practically identical 


1 Incidentally, ‘‘ production of consumption-goods ” on p. 134, line 19, should 
read ‘‘ production of available output,” since the former phrase has been defined 
on p. 130 to include additions to working capital in consumption-trades, and 
thus to overlap with “ investment,” with which on p. 134 it is contrasted. 
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with the price-level of raw materials at wholesale. But the 
more natural interpretation of the price-level of increments of 
working capital is that it is the price at which the entrepreneur 
buys from the factors of production the additions which they 
make to the total of goods in process, i.e. is the ‘‘ cost of pro- 
duction” of these additions. This “cost of production” is 
ex hypothesi invariable, i.e. the value and the cost of this part of 
C are necessarily identical. 

This fact, elsewhere ignored, is skilfully utilised in the cele- 
brated banana parable (pp. 176 ff.), where it is tacitly assumed 
that the only form of “ investment ”’ known is the creation of 
increments of working capital, and nothing is said about the 
existence of any normal output of new machines, such as is 
characteristic of an ordinary modern community. If in Banana- 
land there is such an output, it is at least possible that the public, 
when it decides to ‘‘ save,”’ should bid up the price of the current 
output of mechanical banana-cutters. In this event, while S 
exceeds J’ it will not exceed J—the price-level of output as a 
whole will not alter, and the losses of the banana-growers will be 
balanced by the abnormal profits of the banana-cutter-makers. 
But if the only kind of “ investment ” which people can buy is 
the normal annual increment of goods in process, whose price is 
prevented from diverging from its cost of production by the rule 
that the incomes of the factors of production must not alter, then 
indeed it does follow that an excess of S over J’ involves also an 
excess of S over J, and that the additional savings of the public 
must remain unspent. 

5. Except in the banana saga, Mr. Keynes, like most writers, 
envisages a considerable output of new machines as a normal 
feature of equilibrium. I am not indeed sure that he fully takes 
account of the features which sharply differentiate an equilibrium 
so conceived from the so-called “ stationary state’; but of that 
more anon. We can, I think, take it that it is usually of the 
price of new machines that he is thinking when he speaks of P’, 
the price of “investment” or “ non-available output.” But 
during a very crucial passage of the argument (pp. 140-46), a fog 


1 While this is the comment on Mr. Keynes’ banana fable most relevant 
to my own theme, it is not, I think, the most fundamental answer to his dilemma, 
which is to be found rather along the Béhm-Bawerckian lines explored by Dr. 
Hayek (‘‘ The ‘ Paradox’ of Saving,”’ Economica, May 1931). The flood of savings 
will ultimately find its vent in facilitating the more roundabout methods of 
production made profitable by the accompanying fall in the rate of interest. I 
should not agree with Dr. Hayek that this solution has much relevance to the 
problem of cyclical depression; but then Mr. Keynes’ legend seems to be not so 
much one of cyclical depression as of secular decay. 
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is created through the use in close collocation of the word 
“investment ” in this technical sense (e.g. p. 144, line 23), the 
words ‘“‘ new investment goods ” in the same sense (e.g. p. 145, 
line 23), the word “ investments ” in the more ordinary sense of 
stock exchange securities (p. 142, line 30), and finally the words 
“new investments’ (p. 143, line 18) in a sense which I must 
leave it to the reader to determine. Under cover of this fog we 
are guided towards the impression that there is no distinction 
between the price-level of existing stock exchange securities and 
the price-level of new machines. This view is indeed definitely 
and rightly repudiated a hundred pages later (p. 249), where we 
read, ‘‘ Nor does the price of existing securities depend at all 
closely over short periods either on the cost of production or on 


the price of new fixed capital.’’ But it is to be feared that the 


damage has been already done, and that this wave of fog is 
partially responsible for what is, in my judgment, the crucial 
defect in Mr. Keynes’ analysis. For it is on p. 145 that the 
conclusion is reached that, if P declines owing to an excess of S 
over J’, then, even though there is no increase in the disposition to 
hoard money unspent, there need be no counterbalancing rise in 
P’, and there will therefore be a fall in J7, the price of output as 
a whole. 

The argument adduced in support of this paradox is that “ if 
the value of the new investment-goods is less than the volume 
of current savings, entrepreneurs as a whole must be making 
losses exactly equal to the difference,” and will finance these 
losses by selling securities to those who have surplus savings to 
dispose of. But the fact which this argument suppresses is that 
such a state of affairs cannot come about except as the result of 
an act of “‘ hoarding,” i.e. of holding back unspent part of a stream 
of money which is normally spent, on the part of some one. 

We must, I think, picture equilibrium as a state of affairs in 
which two streams of money radiate outwards from “ the public,”’ 
one (A) passing through the dealers in consumable goods to the 
producers of consumable goods, the other (B) passing through 
the dealers in securities into the hands of company promoters and 
the like, and through them to the producers of new machines. 
“‘ The public,” it is true, buy for the most part existing securities 
and not new issues; but it is a commonplace that it is only 
through their willingness to invest their savings in existing 
securities that money is set free in the hands of more adventurous 
persons to finance extensions in the nation’s stock of real instru- 
mental capital. Now suppose “ the public,” feeling an increased 
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desire to save but not to hoard, switches over a streamlet of 
money from stream A to stream B. The price of consumable 
goods falls, and we may accept provisionally Mr. Keynes’ con- 
tention that their producers realise “losses.” But unless there 
is a hitch-up in the movement of stream B, either in the hands of 
“the public,” or in those of the dealers in securities, or in those 
of the promoters, etc. who spend-the proceeds of new issues, the 
stream B will be augmented to a precisely similar extent, and the 
producers of machines will in any period make “ profits’ pre- 
cisely equal to the “losses”’ of the producers of consumable 
goods. If, therefore, an impoverished bootmaker hurries on to 
the market with a block of War Loan to sell, the buyer (if any) 
who will rush to meet him will be not a member of “ the public,” 
but (say) a bloated shipowner. ; 
Now I am far from urging that such a hitch-up of the money 
stream B may not occur—on the contrary, I think it of the utmost 
importance that it frequently does. What I am urging is that 
one thing, and one thing only, can make it occur, namely, an 
increased desire on the part of somebody to “ hoard,” that is, 
to keep resources idle in the form of bank deposits. The point 
of difference between Mr. Keynes and those previous writers } 
who have recognised the possibility of savings running to waste 
in a general fall of prices, seems to be that he is at pains to dis- 
tinguish two factors at work, which he christens the ‘“ excess- 
savings factor’ and the “ excess-bearish factor’ (p. 145), either 
of which operating alone is sufficient to produce the result in 
question, while they detect one only--an increased desire to 
“hoard.” What Mr. Keynes seems to me to have done is to 
extend illegitimately to the price-level JJ an argument about 
excess saving as such which is perfectly valid for that price-level 
P which there are indications scattered throughout the book 
(e.g. pp. 54 and 134) that in his heart he regards as of superior 
and indeed of unique interest. And he has been led into doing 
this because he has nowhere applied to P’ that rigorous Fisherine 
concept of a certain flow of money in a given time-interval meeting 
a certain flow of goods in the same time-interval, which in his 
first fundamental equation he has applied without question to P. 
In other words, he has reached his paradox that P can fall, P’ 
1 Mr. Keynes, in his preface and elsewhere, has alluded so generously to my 
share in the evolution of this idea that I should like to repeat what I said in the 
preface to my Banking Policy and the Price Level—that that book took its final 
shape after such close and frequent consultations with him that it ceased to be 


possible to say how far the ideas set out in the crucial Chapters V and VI belonged 
to him and how far to me. 
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remain unchanged, and yet no new hoarding take place, by 
unconsciously permitting the two money streams concerned to 
get out of step with one another. 

To prevent misunderstanding, it may be worth while to carry 
the story a little further, in the form of a highly simplified 
numerical illustration, so as to show how the alleged sale of 
assets, in order to maintain the scale of their operations unchanged, 
by entrepreneurs who are making less than their normal incomes, 
works out in terms of the old concepts.1_ On zero day, “ the 
public ” are spending £900 on boots and £100 on old securities; 
“* speculators ” are receiving £100 from “ the public ” and spending 
it on new issues; and “ promoters” are receiving £100 from 
speculators and spending it on new machines. On day 1 the 
public, desiring to save more, spend £800 on boots, and £200 on old 
securities, of which half comes out of the safes of speculators. 
The money stream expended by speculators and promoters remains 
unchanged: speculators have “ hoarded” £100. On day 2 
the public behave as on day 1; but on this day the extra 
£100 of securities comes out of the safes of bootmakers, seeking to 
recoup their losses. The £100 hoarded by the speculators on day 1 
remain tucked away. Days 3, 4, etc. resemble day 2 in every 
respect: the price-level of boots remains stable at § of its old 
level, while that of machines is unaltered.” 

Now how does this work out in terms of quantity equations ? 
Let M be the quantity of money, V its velocity of circulation 
against output (alternatively, the number of times per year it 
becomes income), V! its velocity of circulation in all transactions, 
R the volume of output, 7’ the volume of transactions, P the 
price-level of R and P! the price-level of 7. Then our equations 
are MV = PR and MV!= P17. Comparing day 3 with zero 


1 I do not propose to discuss how far such sales are quantitatively important 
as compared with the alternatives open to the entrepreneur, viz. cutting down 
his personal expenditure, cutting down his normal purchases of capital goods, 
cutting down the scale of his current operations: but I think Mr. Keynes has 
done a real service in calling attention to their existence, I would only remind 
the reader that if he wishes to keep to Mr. Keynes’ terminology he must resist 
the temptation to describe such sales of assets as “‘ dissaving” or “‘ negative 
saving ’’—which is what in fact they are ! 

2 Mr. Keynes may prefer a variant of the story as follows. Let us suppose 
that normally bootmakers have £1800—.e. two days’ receipts or expenditure— 
in hand at the close of the day. Then at the end of day 1 they have only £1,700 
in hand. On day 2 they spend £900 as usual, receive £800 from consumers, 
and raise £200 by the sale of securities—half to the public, half to speculators— 
thus bringing their money holdings up to the old level. In this case the hoard 
of the speculators is transferred to the bootmakers: but no difference is made 
to the events on days 3, 4, etc., nor to the fundamental interpretation of the 
equations for those days. 
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day, it is clear that M and R and V? are unchanged, V and P 
and P} have fallen, 7’ has risen. Does the alleged inadequacy 
of the quantity concept to reveal the truth amount only to this— 
that we must be careful not to expect the price-level of one set of 
things to vary with the velocity of circulation of money against 
another set of things? That certainly is an entirely acceptable, if 
not very startling, conclusion.1_ But since the alleged inadequacy 
extends also to periods of boom (see § 2 of this paper), when there 
is no counterpart to the increase of T' through the forced sales of 
securities in the slump, I hardly think this can be the correct 
interpretation. 

6. I pass to the passages in which Mr. Keynes discusses what 
he regards as the main determinant of P’, namely, the long- 
period rate of interest.2 Following Wicksell and Cassel, he argues 
correctly that a fall in the rate of interest increases the number 
of years’ purchase at which the future annual income anticipated 
from the possession of a given machine is capitalised; and therefore 
raises the purchase price which it will be worth offering for the 
machine. But I suspect that, as a short-period influence on the 
price of machines, he greatly exaggerates the importance of this 
factor as compared with a rise in the price of the products which 
the machine produces, or, for that matter, with a fall in the costs 
of operating it. It is indeed rather curious that Mr. Keynes, 
who is much concerned to show that P and P’ are more likely to 
move in the same than in opposite directions, should on p. 181 
be so emphatic that “‘ whether producers of investment-goods 
make a profit or a loss . . . does not depend on whether the pro- 
ducers of consumable-goods are making a profit or a loss.” I 
suspect that most people would hold that during a slump the 
prime influence which depresses the price of ships is the fall in 


1 Exactly analogous results can, of course, be reached in terms of the 
Marshallian concept K. Owing to the increase in the stream of transactions, 
K'1—+the proportion of the annual volume of transactions which people wish to 
hold enough money to conduct—is unchanged, while K—the proportion of annual 
output which people wish to hold enough money to buy—has risen. 

2 I do not propose to comment at length on the extremely interesting 
passages in which Mr. Keynes—with, as it seems to me, some confusing transi- 
tions in terminology—discusses the relations between bank-rate proper, short 
money rates in general, and long interest rates. I will only say that (i) his con- 
cept of the “ fringe of unsatisfied borrowers ” (II. 364) seems to me to throw 
much light on a difficult matter; (ii) in the light of the events of 1930, I should 
be inclined to substitute “less” for ‘‘ more” in his conclusion (II. 362) that 
‘* short-term rates influence long-term rates more than the reader might expect ” ; 
and (iii) that I think there is some confusion in the suggestion (II. 381) that 
non-industrial borrowings influence only the market rate of interest and not the 
“natural ”’ rate. 
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the level of freights. In any case, the rate of interest, like other 
factors, surely exerts its influence on the price of machines through 
modifying the stream of money which people think it worth while 
to devote to their purchase. There are some curious sentences 
which lead me to suppose that Mr. Keynes might deny this—that 
he regards the effect of interest-changes on the price of machines 
as arithmetical and mechanical, supplementary changes in the 
demand for such goods being regarded as affecting not their price 
but the quantity which will be bought at the price thus mechan- 
ically fixed. ‘‘ The deterrent or attractive effect (of a high bank- 
rate) on the demand for new capital-goods is often greater than 
one might expect if one was to concentrate all one’s attention on 
the mere change of (say) 2} per cent. to 5 per cent. in the value 
of such goods due to the change in the rate of interest” (p. 203; 
cf. p. 208, bottom). This is surely a mistake. Once more, P’, 
like other price-levels, is the resultant of the mutual impact of 
the relevant flow of money and the relevant flow of goods. Cling- 
ing to this rock, we shall find the rate of interest falling into its 
place as one of the factors affecting the magnitude of the former 
flow, through affecting the old Marshallian K—the desire of 
people to “ hoard,” that is, to keep command over resources in 
monetary form instead of embarking on the purchase of goods. 
If Mr. Keynes thus tends to over-exalt the rate of interest 
at the expense of XK, he tends also from time to time to over-exalt 
it at the expense of the quantity of money M. Thus on II. 211 
it is declared to be only through the rate of interest that the 
monetary authority can influence prices, since it cannot control 
M; though in later chapters the extent and importance of its 
power over M through the method of open-market dealings are 
strongly emphasised. Even the synthesis which he attempts at 
the end of the chapter on “‘ the modus operandi of bank rate” 
(I. 220) rings a little strangely. “‘ But the fundamental reason 
for laying the stress on changes of bank-rate . . . rather than on 
changes in the quantity of money is this. Given associated 
changes in the total quantity of money, and the effective level of 
bank-rate respectively, it is via the latter that the ultimate 
modification in the purchasing power of money is generated, 
looking at the problem dynamically. The order of events is not 
that a change of bank-rate affects the price-level, because in 
order to make the new bank-rate effective the quantity of money 


1 Cassel (Theory of Social Economy, ch. xviii, § 75) gives a very interesting 
and intricate analysis of the complicated interactions of the various factors 
influencing the price of machines during the successive phases of the trade cycle. 
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has to be altered. It is, rather, the other way round. A change 
in the quantity of money effects the price-level in the first instance 
because, other things being equal, this means a bank-rate which 
will change the rate of interest relatively to the natural rate.” 
Now it is arguable that if A is the initiating cause of a change, 
and B merely the instrument through which A works, it is the 
part of a philosopher to assign primary importance to A. But 
indeed I suspect that this whole controversy is a debate of the hen- 
and-egg order between two of Mr. Keynes’ skins (Preface, p. vi). 

7. However that may be, there is, I think, one point at which 
Mr. Keynes’ preoccupation with the connection between the rate 
of interest and the price of machines leads him into definite error. 
He goes so far (p. 211) as to deny altogether the influence of a 
change in bank-rate on the aggregate of output. “ An all-round 
reduction of the costs of production should not stimulate anyone 
to increase his output, inasmuch as the aggregate incomes of 
consumers, which are simply the aggregate costs-of production 
under another name, available to purchase the output, are also 
being reduced to the same extent. . . . The effect of easier credit 
on the costs of production ! should be, not to stimulate output 
all round, but to cause a change-over from certain forms of pro- 
duction to other forms, namely, from those for which interest is 
a relatively unimportant cost to those for which it is a relatively 
important cost.”” There seems to me here to be a double error.* 
First, there is a confusion between “ costs per unit of output ”’ 
and “ aggregate costs.” If the aggregate real demand for goods 
in general is elastic, and if the monetary system is responsive to 
this elasticity, there is no reason why, even in a closed system, a 
fall in interest cost, or in any other cost, should not lead to an 
increased aggregate money remuneration of the factors of pro- 
duction, including that whose rate of remuneration has been 
lowered. This process admittedly may take time; but, secondly, 
Mr. Keynes is ignoring altogether the immediate increase in the 
volume of bank money which is admittedly normally associated 
(whether as hen or egg) with the lowering of bank-rate, and which, 

1 ? For “ on the costs of production ” read “‘ on output.” 

2 T had almost written “‘ a triple error,” bearing in mind that the possibility 
that the saved interest will simply be added to the net receipts of the entre- 
preneurs, and expended by them on goods, period after period, just as it would 
have been by the interest receivers. But in this case there will, it is true, be no 
immediate increase of output; also the case is perhaps ruled out by the assump- 
tion of competition. The arguments for wage reduction put forward by the 
railway companies in 1931 show, however, that this type of reply is not always 


irrelevant to the claim that a reduction in a certain category of aggregate costs 
(in the railway case, wage-costs) will necessarily reduce aggregate buying power. 
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being used by entrepreneurs for the building up of new working 
capital, becomes income in the hands of consumers in the manner 
explained in detail in Chapter XX—a chapter with which the 
present passage seems wholly inconsistent.1_ I do not, of course, 
deny that a change in bank-rate, especially if it permeates through 
to long-term rates of interest, will have a greater effect on some 
branches of production than on others; nor do I deny that in 
some circumstances it will have very little effect on anything at 
all; but the particular reason given for its being necessarily (in 
the absence of error) inoperative on output as a whole is, I feel 
sure, both fallacious in itself and inconsistent with much of the 
rest of Mr. Keynes’ analysis. 

One more comment before leaving the rate of interest. Wick- 
sell argued that if the market rate of interest was put down below 
the “‘ natural rate,” the rise in prices would continue indefinitely 
until the market rate was put up again. Cassel argued that it would 
not, because as a result of the stimulus thus given to what Mr. 
Keynes calls “investment,” the capital market would become 
saturated and the natural rate of interest fall till it equalled the 
market rate, which would then no longer be artificially low. 
Mr. Keynes refers to this controversy without stating clearly the 
point at issue (p. 198), and indicates that his sympathies are on 
the side of Wicksell; yet a few pages later (p. 203) we find him, 
in the converse case of a rise in the market rate, arguing exactly 
on Cassel’s lines. For he writes that the rise in the market rate 
and the consequent fall in the price of instrumental goods “‘ must 
necessarily be deterrent to the production of such goods until, 
as a result of it, the falling off in their prospective supply has 
raised the money value of their prospective yield sufficiently to 
offset the effect of the higher rate of interest.” It is not clear, 
therefore, where his quarrel with Cassel lies. 

8. I pass on to another distinctive feature of Mr. Keynes’ 
work—the sharp distinction which he draws between “ incomes ” 
and “‘ profits.” ‘‘ Incomes,” it will be remembered, include the 
normal earnings of the entrepreneur, whether these are in fact 
being earned or not; and “ profits,” positive or negative, are 
composed of the difference between the actual net receipts of the 
entrepreneur per unit of time and these theoretical “ incomes.” 
“Incomes ”’ are usually assumed not to alter during the short 


1 For that chapter contains an account of what happens when “the banks 
adopt a lending policy which allows the production of consumption-goods to 
increase,”’ in such wise as “‘ to permit all the unemployed factors of production 
to return gradually to work ” (p. 305). 
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transitional periods with which, in the study of the trade cycle, 
we are concerned. ‘‘ Savings” can only be made out of 
“incomes,” so that if an entrepreneur spends his “ profits’ on 
the purchase of new machines, he is not “ saving,” while if he 
refrains from spending on consumption a normal income which 
he has never received, he is deemed to be “ saving.” 

I do not think there is any question that this terminology is 
extremely confusing, and will be liable to lead even practised 
thinkers into error unless they are continually on their guard. 
How many of those who have taken up the cry that a slump is 
due to an excess of Savings over Investment, and a boom to be 
an excess of Investment over Savings, realise that the savings 
which are so deplorably abundant during a slump consist largely 
of entrepreneurs’ incomes which are not being spent, for the 
simple reason that they have not been earned? How many of 
them realise that, in striking the balance during the boom, we 
must count in Investment all purchases of capital equipment 
out of the boom profits of entrepreneurs, but must refrain from 
counting the money so spent among the Savings? It must, I 
think, be left to the gradual experience of teachers and expositors 
to decide whether the new terminology has sufficient advantages 
to outweigh its very obvious dangers. Meanwhile, I confine 
myself to a few special comments. 

In analysing the course of a boom, it is of course essential to 
introduce at some stage of the argument the well-known fact that, 
in Professor Pigou’s words, a rising price-level involves both a 
doctoring of past contracts in favour of entrepreneurs, and also 
the opportunity of making new contracts on exceptionally favour- 
able terms, thus giving them both the means and the motive to 
expand the scale of their operations. But I doubt very much 
whether it tends to clarity to introduce this secondary com- 
plication from the start into the exposition of the primary process 
by which the creation of new bank credit in favour of certain 
entrepreneurs enables them directly to draw new factors of 
production into employment, and to maintain them at the 
expense of a sacrifice of real income by the remainder of the 
community. It is, I think, worth while being made to realise 
that in a community of peasant proprietors and smali indus- 
trialists, in which all incomes were mobile, and ‘“ profits,” in 
Mr. Keynes’ sense, impossible, it would still be possible for the 
Government or the banking system, by means of inflation, to 
transfer real income to itself or its nominees. Similarly, it is 
important to realise that, if there is an increased desire on the 
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part of the public to “ hoard,” there is not merely (as I think 
readers of Mr. Keynes’ words on p. 174 ! and p. 316 might suppose) 
a transfer of money balances to the savers from the entrepreneur 
class, but also an increase in the real value of the aggregate of 
money balances as a whole; and this again is more easily grasped 
if we start by considering a community in which the difference 
between entrepreneurs and others does not exist. 

These, however, are matters of pedagogics rather than of sub- 
stance. A more substantial question is whether the category of 
gains which would give entrepreneurs, if they were free to make 
new bargains with the factors of production at the existing 
rates, an incentive to increase production (which is the definition 
of “ profits’) can rightly be regarded as coextensive with the 
category of gains arising out of the doctoring of past contracts 
in favour of entrepreneurs as a result of price-inflation. Granted, 
however, provisionally that it can, I wish that Mr. Keynes had 
been content to treat the fact that the departure of profits from 
zero is the mainspring of industrial change (pp. 140, 157) as a 
sufficient ground for differentiating them, at some stage of the 
argument if not at the start, from other incomes, instead of seeking 
supplementary reasons which will not, I think, bear examination. 
Thus the quasi-magical peculiarity attributed to profits on p. 139, 
where it is stated that they form a widow’s cruse, which is 
never depleted however riotously it is spent, turns out, I think, 
to be only a special case of the general principle (operative, 
presumably, in every type of society) that all money must at 
any moment be somewhere;* so that if we have ruled out 
(openly) the possibility that ‘“‘ costs” per unit of output can 
rise and (tacitly) the possibility that output, and therefore 
aggregate costs, can be increased,® the money spent on any day 


1 “There is a transference of wealth to the savers from the general body 
of producers . . . total wealth remaining unchanged.” There is ambiguity 
here in the word “ wealth”; the real capital of the community is unchanged, 
but the real value of its money-stock is increased—an instructive paradox which 
Mr. Keynes’ treatment tends to conceal. 

2 It is to that extent more comforting than the doctrine which seems to be 
put forward on p. 148, and which is the foundation for the paradox alluded to 
in my paragraph 2 above—that money connected with the receipt of profits 
need not be anywhere, and hence that P’ can rise and profits emerge without 
any “ increase in the quantity of money (or equivalent change in other monetary 
factors).”” Once more, I cannot bring myself to believe that the question of 
what is done with profits in the period after they are earned affects the fact 
that (output being unchanged) P’ cannot alter, nor profits emerge, without a 
change in “ monetary factors.” 

3 T have to thank Mr. J. E. Meade of Hertford College for putting me on the 
right track here. 
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by one entrepreneur must be found at nightfall in the bank 
balance of another. 

On the following page (140) a further reason, which if sound 

would also be a graver one, is adduced why “it would be 
anomalous to add profits to, or subtract losses from, income ”’ ; 
namely, that “in that case savings could never fall off, however 
great the expenditure of the public on current consumption, and 
equally savings could never be increased by a reduced expenditure 
on consumption; provided merely that entrepreneurs were con- 
tinuing to produce the same output of investment-goods as 
before.” I cannot see any foundation for this opinion, which 
must, I think, spring from a failure, analogous to that discussed 
in paragraph 4, to distinguish the successive periods of time 
during which the flow of money must be watched, and to which 
our equation, in whatever terms we express it, must be successively 
applied. Let us agree to call all net receipts by the name 
“income”; and let us suppose (to take only one of many possible 
cases) that on day 1 non-entrepreneurs switch over a stream of 
£100 from expenditure on machines to expenditure on boots, all 
other money-flows remaining unchanged. Then there is on that 
day a falling off of £100 in the daily rate of savings. Now suppose 
that on day 2 non-entrepreneurs act again as on day 1, while 
boot entrepreneurs spend on champagne the extra income received 
on day 1, and machine entrepreneurs, having on day 1 received 
£100 less income than usual, refrain from buying £100 worth of 
machine-making machinery which they would normally have 
bought. Then, on this day, the daily rate of savings is reduced 
by £200 below the level from which we started. Where is the 
difficulty ? 

9. In conclusion, I must confine myself to a few very tentative 
remarks on the relation between Mr. Keynes’ analysis and the 
broader theory of the trade cycle in its relation to economic 
progress. Whatever may turn out to be the most accurate and 
convenient form of expression, I have no doubt that Mr. Keynes 
is right in laying stress on ‘“‘ hoarding ” as a dominant feature of 
trade depression. In this respect I feel sure his work is of high 
significance ; for nine out of ten people, including many bankers, 
are still quite unable to see how, under a modern banking system, 


1 It seems to me, however, misleading to add that ‘‘ however much of their 
profits entrepreneurs spend on consumption, the amount of wealth remaining to 
entrepreneurs remains the same as before’ (my italics); for the more entre- 
preneurs spend their profits instead of hoarding them, the more prices will rise, 
and the less will become the real value of the bundle of money thus tossed to 
and fro. 
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deposits which are “in” the banks can fail to be “ used” 
by the banks in some way or other; and even most of those 
Continental theorists like Tugan Baranowsky and Spiethoff, 
between whose work and his own Mr. Keynes is right in finding 
points of affinity, seem to have failed to grasp the essential paradox 
that Saving is the one thing that cannot be saved.1_ Where I 
suspect that there is still work to be done is in clearing up the 
nature of the forces which let the spirit of hoarding loose. And 
that brings me back to a point to which I have already alluded— 
the peculiar nature of the state of affairs which Mr. Keynes, like 
the rest of us, has brought himself to regard as that of ‘‘ normality ” 
or “ equilibrium.” It is a state of affairs in which the community 
is adding year by year to its stock of capital equipment at such a 
rate as not merely to keep pace with the growth of population, 
but to raise perceptibly the standard of comfort.? 

I shall not attempt even to outline here the reasons which 
have led me always to suppose that in such a society the technical 
obstacles to the maintenance of anything which can be called 
“ stability ”’ must always be extremely formidable, nor those 
which lead me to think that if, in face of this ‘‘ normal ”’ increase 
in capital equipment per head, “ stability ” is to be interpreted 
to mean “‘ stability of commodity prices,” the difficulties become 
more formidable still. I will content myself with one illustration. 
Looking back on the American expansion of 1925-29, Mr. Keynes 
finds that up to 1927 the prodigious volume of “ investment ” 
was accompanied by an equally prodigious volume of “ saving,” 
but in the subsequent years he is able now to detect signs of that 
“commodity inflation’—that ‘excess of investment over 
savings ”’—the existence of which he was at the time disposed to 
deny (II. 190). But would it make much difference if he could 
detect no such thing? Even if ‘“‘ savings ’’ had continued to keep 


1 Subsequent writers, including myself, have failed to do justice to the 
clarity with which this paradox was already expressed in the first edition (1920) 
of Pigou’s Economics of Welfare, p. 812. ‘‘ What they have done by not spending 
their money has been to reduce prices in general below what they would other- 
wise have been, thus making the money of other people worth more goods than 
it would otherwise have been worth, and thus enabling these other people to 
buy more goods. What they have accumulated by this proceeding is, not 
things, but the power, when they choose later on to spend the money, to raise 
prices, reduce the purchasing power of other people’s money, and absorb for 
themselves the goods which have in this way been rendered inaccessible to others. 
The accumulation is, thus, an accumulation of claims upon other people. It is 
not an accumulation of things.” 

2 Mr. Keynes is not very explicit about this, but I take it to be the implica- 
tion of his assumption in Chapter XVI, that ‘‘ general economic activity” is 
growing at 3 per cent. 
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pace, could * investment ” have continued for ever in America 
at the rate which it attained in those years? And what is the 
effect of an indiscriminate stimulation of ‘‘ investment” by low 
money rates and a general policy of boost at a time when all the 
known channels of investment are in a state of super-saturation ? } 
At such times, is the “ put them through it ”’ policy of the parrots 
and the penguins a mere relic of sadistic barbarism, or is it in 
truth an essential phase of the clinical treatment of the trade 
cycle, whose omission is as perilous as its over-prolongation ? 2 
These are some of the broader questions over which Mr. Keynes’ 
rich volumes leave me, having sated the passions of pedantry, 
still puzzled and pondering. 
D. H. RoBertson 


1 See the most suggestive remarks in Kreuger and Toll’s report, April 1931. 
2 I venture to refer to my Banking Policy and the Price Level, pp. 80 and 91. 
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A REJOINDER 


1. Srvcze I must not occupy too much space, I will deal 
primarily with what appears to me to be the central difference of 
opinion between Mr. Robertson and myself, off which most of the 
other fragments of contentious matter are splinters. For if we 
could resolve this satisfactorily, much of the rest might resolve 
itself. I will then treat by way of brief notes with secondary 
matters of which—whether or not I have expressed myself as 
well as I might—Mr. Robertson would not, I feel, make so much, 
if I could convince him that the fundamentals of my position are 
rightly taken. 

2. This central difference of opinion is as follows. Mr. Robertson 
quotes me, correctly (p. 400), as holding the view that if P, the 
price-level of consumption-goods, declines owing to an excess of 
saving over the cost of new investment, then there need be no 
counterbalancing rise in P’, the price-level of investment-goods, 
“even though there is no increase in the disposition to hoard 
money unspent.” Mr. Robertson holds that this result cannot 
come about “‘ except as the result of an act of hoarding.” This 
difference of opinion is evidently a special case of a more general 
difference as to the character of the forces which determine the 
price-level of investment-goods. Mr. Robertson is quite right 
that it is absolutely fundamental to my analysis to distinguish 
two factors at work, which I have christened the ‘‘ excess-savings 
factor ”’ and the “ excess-bearish factor.” This is the vital matter 
which I have failed so far to make clear to him. I will endeavour, 
therefore, to re-state my position. 

3. There are three conceptions which need to be distinguished : 

(1) The volume of savings deposits or “inactive” deposits in the 
banking system, sometimes, not very conveniently, called ‘“‘hoards.”’ 

(2) The curve, representing the relative preference of capital- 
owners for savings deposits and other capital assets respectively 
(or, as I have sometimes put it, for liquid and non-liquid assets 
respectively), in which the abscissa measures the quantity of 
hoards held when the price of non-liquid assets in terms of liquid 
assets (or hoarded money) is given by the ordinate.1 This curve is 
what I have described—not very felicitously, perhaps—as the 


1 It is assumed for the sake of simplicity that any change in the quantity of 
non-liquid assets during the period under consideration is small relatively to the 
total stock of such assets. It does not alter the character of the argument if we 
dispense with this limitation, but the propensity to hoard has then to be repre- 
sented by a family of curves instead of by a single curve. 
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“ state or degree of bearishness.”’ It might be better to callit “ the 
propensity to hoard.” The meaning and significance of this con- 
ception and its vital difference from (1) is what in my T’reatise I 
have evidently failed to make sufficiently clear. The point is that, 
when a capital-owner is deciding whether to prefer liquid or non- 
liquid assets, his final decision depends not only on his “ state 
of preference,” or his “‘ propensity to hoard,” or his “‘ degree of 
bearishness ”’ (however one likes to put it), i.e. on the shape of his 
demand curve for liquid assets given the price of non-liquid assets, 
but also on what the price of non-liquid assets is. Accordingly, 
the amount of ‘‘ hoards ”’ or liquid assets which he actually holds 
has to be in due relation not only to his propensity to hoard, but 
also to the price of non-liquid assets. When a man in a given 
state of mind is deciding whether to hold bank-deposits or house 
property, his decision depends not only on the degree of his 
propensity to hoard, but also on the price of house property. 
His decision to hold inactive deposits is not—as Mr. Robertson 
almost seems to assume—an absolute one irrespective of the price 
of other assets. If it were, it would be impossible for the banking 
system to expand or contract the volume of money by “ open 
market ”’ operations ; for there would be no price at which they 
could find a seller or a buyer (as the case might be) for the 
securities which they wished to buy or sell. 

(3) The third conception is that of a change in “ bearishness,” 
as I have called it, 7.e., a change in the propensity to hoard, a 
change in the shape of the demand curve relating the demand 
for liquid assets to the price of non-liquid assets. 

Now (1)—namely, the amount of inactive deposits or hoards 
actually held—is determined by the banking system, since it is 
equal to the excess of the total bank-money created over what is 
required for the active deposits. This amount by itself can give 
no clue to the degree of propensity to hoard or to changes in this 
degree. Even less can it give any clue to the excess of saving 
over investment. My central thesis regarding the determination 
of the price of non-liquid assets is that, given (a) the quantity of 
inactive deposits offered by the Banking System, and (b) the degree 
of propensity to hoard or state of bearishness, then the price- 
level of non-liquid assets must be fixed at whatever figure is 
required to equate the quantity of hoards which the public will 
desire to hold at that price-level with the quantity of hoards 
which the banking system is creating. That is to say, the price 
of non-liquid capital assets is a function of the quantity of inactive 
deposits in conjunction with the degree of propensity to hoard. 
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Accordingly, the price of non-liquid assets is not directly 
affected by the price of consumption goods. Indirectly, it is 
true, a change in the price of consumption goods will not be 
without reactions on the two factors which determine the price 
of non-liquid assets. There are two principal reactions—(i) a 
change in the price of consumption goods will tend, as a rule, to 
cause an opposite change in the propensity to hoard, since it will 
make more attractive at a given price than before, relatively to 
the ownership of liquid assets, the ownership of instrumental 
capital which is useful for the production of consumption-goods, 
and also, if it is taken as an indication of a continuing trend, 
the ownership of stocks of consumption and other goods; 
(ii) a change in the price of consumption-goods may conceivably, 
though not necessarily, involve a change in the same direction in 
the volume of active deposits, with the result that, if the banking 
system chooses to keep total deposits, and not inactive deposits, 
at a constant level, there will be a change in the opposite direction in 
the volume of inactive deposits. (iii) On the other hand, a change in 
the price of non-liquid assets may react on the price of consumption- 
goods because it will cause a change in profits, which, in turn, may 
affect in the opposite direction the amount saved 1 by the recipients 
of profits.? 

Now the tendency of (i) and (iii) is to make the price of non- 
liquid assets move, not in the opposite, but in the same direction 
as that of consumption-goods. Thus the possibility of these two 
reactions does not help Mr. Robertson’s view that the price-levels 
of consumption-goods and investment-goods will move in opposite 
directions—like buckets in a well. The tendency of (ii), on the 
other hand, may be in the opposite direction; but this is likely, 
it seems to me, to be negligible, and to belong to the class of the 
innumerable small, conceivable reactions of one economic factor 
on another, which one generally leaves out of account, except 
in special cases. Moreover, it is based on the assumption that it is 
the policy of the banking system to maintain the volume of total 
deposits unchanged, whereas my argument assumed that they 


1 For on my definition of saving there is a decrease of saving if any part of 
increased profits is directed towards current consumption. 

? And, finally, one might add, though without much relevance to the present 
argument, that (iv) a change in the price of consumption-goods may in itself 
affect the amount of investment by causing changes in the amount of liquid 
stocks held off by the market, though this factor is not very important because it 
will merely diminish the magnitude of the movement of P in any direction as 
compared with what would happen in its absenco, e.g. if all consumption-goods 
were perishable; and (v) a change in the price of consumption-goods may in itself 
affect the amount of saving. 
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were maintaining an unchanged policy towards the volume of 
inactive deposits, 7.e. I was assuming that the quantity of hoards 
was unchanged. 

4. Next, for my argument, which Mr. Robertson contests 
in the latter part of his § 5, that an increase of saving relatively 
to investment does not in itself bring about any net increase in 
the amount of purchasing power directed to non-liquid assets. 
An increase of saving relatively to investment during any period 
means that the savers find themselves at the end of the period 
with an increase of wealth, which they can embark at their 
choice either in liquid or in non-liquid assets, whilst the producers 
of consumption goods find themselves with an equal decrease of 
wealth, which must cause them to part at their choice either with 
liquid or with non-liquid assets which they previously possessed. 
Unless the propensity to hoard of the savers is different from 
the propensity to hoard of the entrepreneurs—and if it is different, 
it will mean that there is a change of hoarding-propensity for the 
community as a whole, which change is as likely a priori to be in 
one direction as in the other—it follows that the excess of saving 
has in itself, and apart from its repercussions on the aggregate 
propensity to hoard, no tendency to cause any change at all in 
the price of non-liquid assets. Nor, of course, has it any tendency 
to cause a change in the volume of inactive deposits, except in so 
far as the banking system may be influenced by changes in the 
business-deposits to fix the total deposits in such a way as to 
change the amount of the inactive deposits.1_ [Nor, equally, is a 
change in the propensity to hoard capable by itself, and apart 
from action by the banking system, of changing the volume of 
savings-deposits—it may spend itself in a change in the price of 
non-liquid assets. | 

When, therefore, I said that the price of consumption-goods 
relatively to the cost of production depends solely on the excess 
of saving over investment, and that the price of investment-goods 
depends solely on the volume of savings deposits in conjunction 
with the degree of bearishness (or propensity to hoard), both 
statements were formally correct. But I ought to have added, to 
prevent misunderstanding, that I did not mean to imply that the 
price of investment-goods is incapable of reacting on the excess of 
saving over investment,? and hence on the price of consumption- 


1 This qualification does not seem to me to come to much, because one 
cannot say in general in which direction the business deposits will change, or 
how a change in them will influence the behaviour of the banking system. 

2 There are two principal ways in which the price of investment goods may 
affect the volume of saving. The first depends on the sensitiveness of the saving 
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goods; or that the price of consumption-goods is incapable of 
reacting on the volume of savings deposits or on the propensity 
to hoard, and hence on the price of investment-goods. I meant 
only that the influence of the one on the other must, like the influ- 
ence on them of any other factor in the total economic situation, 
operate through the excess of saving in the one case and the 
volume of savings deposits or the propensity to hoard in the other. 

5. I have found that some readers of my book have sup- 
posed that an excess of saving over investment is necessarily 
accompanied by an equal increase of inactive deposits; so that 
—presumably—an excess of saving would be impossible if the 
banking system were to behave in such a way as to keep the 
excess of the total deposits over the active deposits at a constant 
figure. Their interpretation of my theory seems to be this. An 
excess of saving is only another way of talking about an increase 
of inactive deposits; an increase of inactive deposits means a 
decrease in the velocity of circulation; thus, when I say that 
an excess of saving leads to a fall in the price of consumption 
goods, I am only repeating in a very complicated way the old 
story that a fall in the velocity of circulation must bring prices 
down, other things being equal. But, truly, this is not what I 
am saying. The volume of inactive deposits has, in my view, no 
particular relation to an excess of saving, but depends on whether 
the banking system is creating total deposits faster than the 
increments can find an outlet in active deposits. Nor is there any 
invariable association in experience between a growth of inactive 
deposits and an excess of saving. During the recent boom in 
U.S.A., for example, an excess of investment was accompanied by 
an unparalleled rate of growth of inactive deposits. 

Mr. Robertson’s objection, though much more complicated 
than this, is, nevertheless, related, I cannot help thinking, to this 
point of view. He does not think that an excess of saving 
necessarily requires an increase of inactive deposits, or, as he would 
express it, an increase in hoarding.! But he thinks that, wnless an 


of the public to the relative price-levels of investment-goods and consumption- 
goods. Do people save more when securities are, relatively, at a bargain 
level, and spend more when consumable goods are at a bargain level? The 
second arises when the price of investment-goods is such as to bring profits or 
losses to the producers of such goods, and these producers are influenced by the 
amount of their profits and losses in deciding how much to save and how much 
to spend. For if an entrepreneur spends more as a result of gaining profits, this 
constitutes, on my definition, a diminution of his savings. 


1 Or does he mean by hoarding something different from an increase of 
inactive deposits? There are some passages in his article which suggest that 
perhaps he may. 
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excess of saving is associated with an increase in hoarding, it will 
mean that an increased flow of purchasing power equal to the excess 
saving will be directed to the purchase of investment-goods. He 
thinks that this will involve an equal increase in the receipts of the 
producers of the current output of investment-goods, so that the 
losses of the producers of consumption-goods due to the excess 
saving will be balanced by profits of an equal amount accruing to 
the producers of investment-goods. His argument is of such a 
character thatif the producers of consumption-goods, who are losing 
money, replenish their liquid assets by the sale of non-liquid assets 
before those who, saving money, use this money to buy non-liquid 
assets, then there will be a fall (or at any rate no rise) in the 
price of investment-goods; but if those who are saving money 
“ get in first,” then the opposite is the case. It would be very 
odd if the price-level were to depend on which of the two parties 
was on the telephone and which was not ; and this alone is enough 
to suggest that there must be something wrong in the argument. 
But let us consider it in more detail. 

Let us, for the moment, assume with Mr. Robertson that 
the savers dispose of their savings, into liquid or non-liquid 
assets as the case may be, before the losing entrepreneurs have 
time to provide for their losses. (In a sense this is an impossible 
assumption, since in a sense the two things must take place 
simultaneously. The first stage must necessarily be that the 
savers find themselves with more money, and the losers find 
themselves with less money. But we will allow the savers to “ get 
in first’ in the sense of allowing them to decide whether or not 
to embark this money in non-liquid assets, before the losers have 
time to decide whether or not to make up their cash-deficiency 
by selling non-liquid assets.) Mr. Robertson seems to think that 
the whole of these funds, in the absence of increased hoarding, will 
have to be directed to the purchase of the newly produced non- 
liquid assets already on the market, and that no other assets will 
come on the market whatever price may be offered, so that the 
aggregate selling price of the newly-produced non-liquid assets will 
increase by the exact amount of the excess savings, and the resulting 
profits to the producers of investment-goods will balance the 
previous losses of the producers of consumption-goods.! But this 


1 This is, I think, a correct account of his argument on p. 401; but I am not 
sure whether the numerical example on p. 402 is consistent with the argument on 
p-. 401. The latter may be, it seems to me, not “ carrying the story a little 
further ” but a different story. In particular, it is not clear in the footnote to 
p. 402 why the bootmakers who end up with the same amount of money as at the 
beginning should be considered to be “‘ hoarding.” 
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is to mistake entirely the nature of the capital market. The price 
of investment-goods, old and new alike, will have to rise sufficiently 
to induce some of the existing holders, given their existing pro- 
pensity to hoard, to part with non-liquid assets in exchange for 
such part of the excess savings as, at that price, the excess-savers 
desire to embark on the purchase of non-liquid assets. How great 
a rise this will mean in the price of non-liquid assets will depend 
on the shape of the curve which measures the propensity to hoard. 

But this increase will only last so long as the telephone girls, 
attached to the exchange to which the losing entrepreneurs 
belong, persist in giving them wrong numbers. As soon as they 
can get through, they will sell non-liquid assets to the same amount 
as the excess-savers have been previously buying them—that is, 
unless the hoarding propensities of the savers are different from 
the hoarding propensities of the entrepreneurs, and the effect of 
these sales will be to bring non-liquid assets back again to their 
previous price. Nothing, indeed, can shake this previous price 
except a change in the volume of inactive deposits or a change 
in the propensity to hoard for the community as a whole.! Indeed, 
it seems to me that it would be absurd to suppose that the final 
result can depend on the order in which two transactions take 
place, which are, in the nature of the case, nearly simultaneous 
and each of which is as likely as the other to come first. 

The essential point, which I maintain and Mr. Robertson 
resists, is the fact that an increase of saving which is not associated 
with an increase of investment does not change in any way either 
the quantity of assets or the quantity of purchasing power, but 
merely transfers command over cash in the first instance, and the 
ownership of assets after there has been time to reduce individual 
cash holdings to a normal level, between one set of persons and 
another set, i.e. between the saving public and the disappointed 
entrepreneurs. Since the total amount of non-liquid assets is 
unchanged and the total amount of liquid assets is unchanged, 
nothing has happened so far (unless the new proprietors have a 
different hoarding propensity from the old proprietors) to cause 
a change in the valuation of the one in terms of the other, 7.¢. 
in the price of non-liquid assets. 


1 I did not deal in detail in my book, and I am not dealing here, with the 
train of events which ensues when, as a consequence of making losses, entre- 
preneurs reduce their output. This is a long story, though not, I think, funda- 
mentally different, which I intend to treat in detail in due course. Its only 
bearing on the present argument is that a change in output affects the demand for 
active deposits, and may therefore (according to how the banking system behaves) 
affect the supply of hoards. 
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I do not, by the way, understand the relevance of the quantity 
equation 1 with which Mr. Robertson concludes his § 5. We are 
discussing the relation between the prices of consumption-goods 
and of investment-goods—whether, assuming no change in the 
propensity to hoard, the one must go down when the other goes 
up, like buckets in a well—which he affirms and I deny. But 
neither of these price-levels occurs in his equations, which are 
concerned with the price-level of output as a whole and the price- 
level of transactions. 

I should like to repeat that the amount of the hoards of the 
public is as much outside their control as is the total quantity 
of money, and for the same reasons. What the state of mind 
of the public towards holding money, and the changes in this 
state of mind, determine is the price of non-liquid assets which 
(cet. par.) the creation of a given quantity of money will involve. 
This is why it is so important to distinguish the forces determining 
the quantity of hoards (which is the affair of the bankers) from 
the forces determining the propensity to hoard (which is the affair 
of the public). The old quantity equations did not reveal this 
to me, and, to judge from his article, they have not revealed it 
to Mr. Robertson, just as they did not reveal to me the way in 
which the relation between saving and investment influences the 
price-level of goods passing into consumption. 

6. I now turn, as briefly as I can, to Mr. Robertson’s other 
comments, beginning with his § 2, where I assume that, in speak- 
ing of ‘‘ the old quantity equations,” he has primarily in mind 
the Fisher Equations.2 I cannot admit that I have been wanting 
here in reasonable lucidity. I have never said that the older 
methods, strictly applied, would lead us to wrong results. My 
point is that they are incapable, so applied, of leading us to certain 
useful results. I cannot imagine why Mr. Robertson should 
suppose that the passage he quotes from my p. 197 is inconsistent 
with the Fisher Equations and reduces the latter “‘ to the rank of 
untruths.” For two of the variables I mention—namely, the 
volume of output and the price-level of output—do not occur at 
all in the Fisher Equations, which are concerned with the volume 
of transactions and the price-level of transactions, as I have 
repeatedly explained. I was trying to illustrate the point that 
the old quantity notions are incapable of leading us to the price- 
level of output, by pointing out that all or any of the variables 


1 In which he uses “‘ income ”’ in a different sense from mine, since it is equal 
to income + profit in my terminology. 
2 If not, I could, by taking up more space, adapt my argument appropriately. 
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occurring in the Quantity Equation might be unchanged and 
yet the price-level of output might be changed. In other words, 
not only does the price-level of output not occur explicitly in the 
old Quantity Equation, but it is not even a function of those 
variables which do occur in it. Wherein does Mr. Robertson’s 
difficulty lie? For it is impossible that he can suppose that the 
Fisher Equation purports to tell us the price-level of output. 

I should add that I am, avowedly, on weaker ground in the 
passage he quotes from Vol. II (p. 89). I do not claim to have 
proved inductively what I suggest may be the case; for the 
statistics I am using, though the best I could get, are much too 
dubious. For example, ] agree with Mr. Robertson that I would 
prefer a retail index to a wholesale index, if I had a retail index. 
But I am entitled to point out that the results, for what they are 
worth, are not inconsistent with my @ priori reasoning, and may 
even furnish a first approximation towards measuring the potency 
of the forces to which I have called attention ; whilst Mr. Robert- 
son, who apparently does not believe in these forces d priori, is 
equally entitled not to discard his @ priori convictions on the 
strength of these statistics. 

7. In §3 Mr. Robertson has been wrongly instructed by Mr. 
Golodetz. There is no difficulty in dealing with Government 
expenditure financed out of loans, whether or not the loans are 
associated with the creation of new money. The only question 
to decide is whether a particular form of Government expenditure 
is best regarded as investment or as negative saving. I have 
myself treated Government expenditure on services which yield 
no immediate social income, as investment when it is in return for 
work done (e.g. war expenditure) and as negative saving other- 
wise (e.g. the dole). But my equation shows that it makes no 
immediate difference to the price-level which way we regard it. I 
should add that the outcome depends, according to my view, on 
the net effect of the Government’s policy on the relation between 
savings and investment, not, as Mr. Robertson suggests, on the 
additional quantity of money associated with this policy. So 
far from the equation being ill-adapted to show the short-period 
effect of these things, it brings out clearly what nearly everyone 
overlooks—namely, that the short-period effect, on business 
profits, of the dole, if financed by borrowing, or indeed of a 
Government deficit arising in any other way, is exactly the same 
(ignoring secondary repercussions) as the effect of increased invest- 
ment; whilst, on the other hand, the balancing of a budget, 
previously unbalanced, has as disastrous a direct effect on business 
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profits (again ignoring secondary repercussions) as that which 
ensues on a decay of home investment or on a decline in exports 
associated with a less favourable balance of trade. 

Mr. Robertson’s reference to the possibility of diminishing 
returns might be brought under the general heading of causes 
capable of producing spontaneous changes in efficiency earnings, 
to which I have devoted some pages (Vol. I, pp. 166 ef seq.). 
But in this case, as in most examples of spontaneous changes, 
a full discussion would soon bring one beyond the ambit of a 
Treatise on Money. 

8. Mr. Robertson’s § 4 is mainly a preamble to the more 
important matters which follow and with which I have endeav- 
oured to deal above. But I must say in passing that a rise in 
the price of banana-cutters will not avoid any of the dire con- 
sequences predicted in my banana parable, unless it leads either 
to an increased output of these machines, which I have expressly 
excluded from my premisses (p. 1761), or to diminished saving 
by the producers of these machines, which offsets the increased 
saving by the rest of the community, which again contradicts 
my premiss as to there being a net increment of saving. It is 
too much to expect of an illustration of this kind that its results 
should follow not only from its stated premisses, but also from 
their opposite. 

9. The impression to which Mr. Robertson has been guided, 
as set forth in the first paragraph of his § 5, is not that which I 
intended. The two conceptions involved are not “ existing Stock 
Exchange securities”’ and “‘ new machines,” but “the existing 
stock of capital’ and ‘the currently produced capital.’”’? My 
argument assumes that the price of both will be governed by the 
same influences in the sense that the purchaser of capital goods 
will have no prejudice for or against the new as such, though even 
this is not really vital to my central point; but the argument does 
not require that the new capital is identical with the old, either in 
composition or in price, in the sense that the current increment 
of capital is made up of different ingredients in such proportions 
as to be a perfect sample of the existing stock of capital. My 
assumption is that the forces which determine the value of the 
complex of newly produced capital-goods relatively to the value of 


1 If Mr. Robertson will read p. 176 again, he will see that it is not true that 
I tacitly assume increments of working capital to be the only form of investment. 
I expressly state what I assume to be happening to investment in fixed or 
instrumental capital. I have read Dr. Hayek’s article, to which Mr. Robertson 
refers, without discovering in it anything relevant to this particular problem. 
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the existing stock of old capital-goods are not relevant to the 
particular problem here under discussion and can be neglected. 
I think that Mr. Robertson does not really disagree with this, and 
that his difficulty is again in the nature of a preamble to, and 
probably caused by, the very important difference of opinion, 
already dealt with, which is expressed in the last sentence of this 
paragraph. 

10. Mr. Robertson’s comments in his §§ 6, 7, are not of such 
a character that I can deal with them satisfactorily within a 
short compass. But, generally speaking, I agree that the passages 
which he criticises are not satisfactory as they stand, and ought 
to be re-written. I have not made it clear what forces I am 
taking account of at each stage. In the passages in question I 
have dwelt on the effect of a change in the pure rate of interest 
too much in isolation, and I have not, in the passage under criti- 
cism, successfully synthesised this with the rest of my doctrine. 
I should add that I had in mind (e.g.) ‘ houses ”’ and “ buildings ” 
generally, or ‘‘ roads’ and “ railways,”’ as typical capital-goods 
affected by changes in the pure rate of interest, rather than 
“machines.” Mr. Robertson’s habitual use of machines ’”’ as 
typical capital-goods, though he may intend to include ‘“‘ houses ” 
and ‘“‘ roads’? under this term, creates, to my mind, rather a 
false suggestion, because ‘‘ machines” in the natural sense of 
the term, i.e. ‘‘ factory equipment,” which are, it is true, some- 
what insensitive to changes in the pure rate of interest, are 
quantitatively a very trifling proportion of the total stock of 
capital. 

11. I will consider what Mr. Robertson says about nomen- 
clature in his § 8. I think I might do better than in my Treatise, 
but it is not very easy. The last paragraph of his § 8, of which 
I can make nothing, makes me think that he does not quite see 
the difficulty. For if, as he suggests, we were to define “ income ” 
to mean “ earnings plus profits” (ZH + Q in my notation) and 
“ saving’ to mean the difference between income thus defined 
and expenditure on consumption (S = H + Q — PR), then it 
would follow that savings and the value of new investment would 
always be exactly equal (for Q = PR + J — E,so that S= J). Does 
Mr. Robertson, in practice, mean by “ savings’ exactly the same 
as what he means by ‘“‘ the value of new investment”? I would 
partly defend my using the term “‘ savings ”’ as I do, by my belief 
that the ordinary man does not attach a perfectly clear and 
consistent meaning to it. We do not usually regard a man as 
“ saving ” if he refrains from spending the proceeds of an increase 
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he in the value of his securities. Mr. Robertson wants to include in 
d. “jincome”’ money-profits from the price of new investment e 
nd standing above its cost, but not similar profits from the price of 
ad old investment standing above its cost. I doubt if this is either 
n, convenient or instructive; for new investment, immediately it is 
us born, flows into a pool of old investment from which it is un- 
differentiated. How soon must a new investment rise in price 
h for the resulting profit to be reckoned as part of its owner’s income ? 
a We have to draw a sharp line somewhere between “‘ income ” and 
2S “ eapital-profits,” and I have tried to draw it at the point which, 
ut after much reflection, seems to me to be the most significant. 
n 12. When in § 9 Mr. Robertson says that I am right “in 
I laying stress on ‘ hoarding’ as a dominant feature of trade de- 
t pression,” he is not quoting my exact words. By “ hoarding ” 


e does he here mean (1) “‘ an increase of inactive deposits,” or (2) 
‘ “an increased propensity to hoard,” or (3) ‘‘ an excess of saving 
over investment ’’? Only in cases (2) and (3) is he giving my 
meaning correctly. For I hold that the primary cause of trade 
depression is (3), aggravated at a later stage by (2). It is only 
in the event of efforts by the banking system to dispel the 
depression that (1) is likely to result. And whilst it is true that, 
if the total quantity of money is constant, an increase in inactive 
deposits may, by reason of its being a reflection of a decrease in 
the active deposits, be a symptom of depression, yet action by the 
banking system to decrease the volume of inactive deposits would 
(cet. par.) aggravate the depression. Yet elsewhere Mr. Robert- 
son seems to mean by “ hoarding ”’ case (1), in which case he is 
adopting the mistaken interpretation of my views which I have 
attributed to “‘ some readers ’ on p. 416. 

13. I do not doubt that I am open to much criticism for 
inconsistency in language and in detail. I know only too well 
how much better and how much more accurately the argument 
might be expressed. But I am sure that Mr. Robertson’s 
difficulties are mainly due, not to these imperfections, but to our 
minds not having met as yet on certain large issues. I have 
therefore endeavoured to confine myself mainly to these, because, 
if we could get clear about them, many of my inconsistencies, both 
real and apparent, would cease to be troublesome; for Mr. 
Robertson would then readily see for himself what I meant to say 


or should have said consistently with my own principles. 
J. M. Keynes 
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THE REPORT OF THE MACMILLAN COMMITTEE 


THE long-awaited Report! of this Committee, round which 
rumour has so long been busy, has the characteristics of sim- 
plicity and complexity at the same time. There is a main 
Report signed by all members except one; there are addenda by 
various members and also reservations on those addenda; and 
there are reservations proper; there is a note of dissent which, 
if it had been signed by more than one, would have been a 
minority Report, and there are important appendices and tables. 
But in all other respects the scheme of the Report is simple. 

Part I is historical and descriptive. Part II contains a review 
of recent events of economic tendencies, classed under the title 
“The Main Objectives of the Monetary System,” which are, of 
course, although descriptive, in the nature of conclusions; there 
are proposals relating to international monetary policy; pro- 
posals relating to domestic monetary policy; to capital for home 
investment and statistics. These five chapters are classed as 
conclusions and recommendations. 

It was something of a triumph to get the whole of this matter 
signed by all the Commission except one. It was only rendered 
possible, apparently, by allowing each of the members to have 
his head on matters not contained in this highest common factor, 
by means of four addenda, and, as to modifications of the material 
signed in the common Report, by way of four reservations. These 
ingenious concessions to individual idiosyncrasies enabled a solid 
basis to be given to the Report where otherwise it might have 
been pulverised into a succession of economic disquisitions and 
explosions. It is currently rumoured that the persons most 
closely associated with the draft descriptive matter were Pro- 
fessor Gregory, Mr. Keynes and Mr. Brand, but the Chairman 
hovered round at close quarters to make the work of the pundits 
intelligible to the average ordinary mind. It is indeed a pleasant 
occupation to speculate as to the origin or genesis of the particular 
sentences with these well-known different influences at work. 

The Report had set out to enlighten the general uninstructed 
state of the public mind, but this was not found an object easy 


1 Report of Committee on Finance and Industry (Cmd. 3897), 1931, pp. 322, 
price 5s. 
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to realise, since the subject is peculiarly difficult to handle from 
a popular point of view. It may be said that to the patient 
ordinary reader there is more here of intelligible exposition than 
can be found anywhere else, and the Report is easily the best 
up-to-date text-book on the financial system. The description 
of the current working of the Bank of England and Joint Stock 
Banks, the Accepting Houses, and of the discount market is 
exceedingly well done and will form the basis of educational 
work for many years to come. It is preceded by a short but 
effective statement of the general characteristics of monetary 
systems and the international gold standard, with the “ rules of 
the game ” laid down definitely as 


(a) a common agreement as to its aims ; 

(b) an object of policy to secure stability of prices as well as 
guaranteeing stability of exchange; and 

(c) the avoidance of action by individual countries which by 
repercussion imperils the stability of the price level 
elsewhere. 


It can be said with confidence that a recognition of these rules 
on a wide scale would be as great a formal act as the Genoa 
resolutions. 

There is a good deal of new matter, derived from the bankers’ 
evidence, which is essential to a fundamental understanding of 
recent developments, e.g. the growth in the proportion of deposit 
accounts to the total, from 32°8 per cent. in 1919 to 47°1 in 1930, 
and the details of foreign holdings in deposits and sterling bills 
in London since 1927. The chief public service which this section 
renders is the clear exposition of the position of the Bank of 
England in control of the cash basis and its relation to the volume 
of deposits; and the extent of the creation of credit by the 
joint stock banks and its effect on the level of prices. 

Chapter V deals with the ‘“‘ Special Problems of Great Britain ”’ 
and lays particular stress upon our position prior to the world 
depression. The changes in industrial demand and the inter- 
ruptions of exports are described, but there is an important 
conclusion, that ‘‘ the shortcomings of this country in technical 
efficiency as distinct from organisation may not have been so 
great or have played so large a part in producing our present 
difficulties as is sometimes supposed.” This is based upon the 
fact that we have retained even such a proportion of our exports 
of manufactured goods as our sadly reduced totals represent, 


although our hourly time rate of wages is 30 per cent. higher than 
FF2 


ch 
m 
in 
by 
nd 
h, 
a 
28, 
ile 
of 
re 
ne 
as 
er 
od 
ye 
r, 
al 
id 
re 
d 
st 
)- 
n 
it 
d 
y 
, 


426 THE ECONOMIC JOURNAL [SEPT. If 
in Germany, 70 per cent. higher than in France and 132 per fa 
cent. higher than in Italy. Very striking figures are given in an a 
Appendix showing that the ‘“ hourly output per head in 1929 de 
may have been quite 10 per cent. greater than in 1924 and 33 oc 
per cent. greater than in 1907.” This table is so important that be 
it needs the closest examination, and I confess to some scepticism CI 
as to the validity of its results, and should weleome some more ac 
definite official sponsorship and a check by alternate approaches. is 
At the same time one is bound to recognise the soundness of the as 
contention that unless some substantial improvement had taken ol 
place, British employers could not have paid in 1929 real wages in 
10 per cent. higher than in 1924. One caveat should be entered a 
to the use of increased output per head figures as indicative of m 
what can be afforded in additional real wages, should any tend- 

ency to use these as a test be applied. The increase is often re 
brought about by large expenditure of new capital which has to is 
be remunerated out of the increase per head also. Indeed, it is Pp 
often because of the rapidly increasing real labour cost, that cl 
capital improvements, hitherto uneconomic, are made. As the P’ 
number of persons employed to produce a given output is reduced th 
by the introduction of labour-saving devices, the product per ci 
head naturally rises, but the new silent partner has to be paid 

too, and the amount actually available for increased real wages e 
is the output per head after paying for additional capital and U 
restoring the transfer of real purchasing-power from the residual BE 
profits to the remaining workers in their higher real wage due to it 
the fall in the price-level. In actual fact this last transfer has ) 
only been imperfectly effected, and it is fortunate that the ordinary 


when the wage-earner has contributed nothing by additional 
personal skill or assiduity to the increased output per head. 
This section closes by attributing the difficulties of those of our 
industries which are either substantially dependent on exports t 
(or are exposed to the competition of foreign imports) “‘ largely 
to the fact that sterling costs did not prove adjustable ”’ on the 
return to the gold standard, “ and still more so to the heavy fall 
in world prices which has since occurred. At least one of the 
signatories must have felt, with myself, a melancholy satisfaction 
at this justification of the lone utterances of six years ago. 

Chapter VI treats of the “ Disequilibrium between Demand 
and Supply,” with special reference to the difficulties of the raw 
material producing countries, and artificial restrictions. 

Chapter VII, on ‘‘ Gold and its Distribution,” contains much 
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familiar matter attractively arranged: available figures serve as 
a warning that “ unless definite steps are taken to avoid the 
danger, a fall of prices due to insufficiency of gold will undoubtedly 
occur in the future”; but the position is not hopeless, and can 
be reduced to unimportance by goodwill and understanding. 
Changes in banking ratios and banking practices which will 
achieve this are indicated. The boldest advice that here emerges 
is the revolutionary proposal to hold gold reserves not primarily 
as a support of internal purchasing-power, but to meet deficiencies 
on the international trade balances. Thus, in the dual and often 
incompatible réles of measure of value and settlement of balances, 
a definite choice is, for the first time in an authoritative sense, 
made in priority for the latter. 

In discussing maldistribution, the effects of war debts not 
received in goods are washed out, but an important further point 
is made: ‘“‘ The effect on prices internationally of an increased 
preference for employing resources in the purchase of. liquid 
claims, including gold, is the same as is that of hoarding in a 
primitive community.’ Excessive liquidity is more responsible 
than gold shortage. It is hard to correct maldistribution—its 
causes should be removed. 

After Chapter VIII has given a description of the sequence of 
events since 1925, with particular reference to the boom in the 
United States, French monetary policy, and the methods of the 
Bank of England in meeting the return to gold and cheap money 
in America in 1927, the important conclusion is reached: ‘‘ After 
all allowances for these unusual or novel manifestations of the 
world order have been made, it is clear, nevertheless, that the 
working of the international gold standard requires, in the modern 
world, a realisation that the forces making for disequilibrium are 
very powerful, and that any mechanical application of the purely 
empirical rules derived from pre-war experience could easily lead 
to very grave and unsuspected results.” 

Chapter IX deals with ‘“‘ The Course of International Invest- 
ment,” and reaches the conclusion that when equilibrium is 
profoundly upset between creditor and debtor nations, the whole 
world suffers, for adjustment by small price changes or short- 
money movements is inadequate. Deflation occurs in debtor 
countries, and then creditors are affected by their depression and 
the influx of gold. “ Here is, perhaps, the major part of the 
immediate explanation of the collapse of international prices.” 
This collapse is next examined, and the social and industrial 
consequences set out on recognised lines, yet lines that must be 
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reiterated ad nauseam before they will be sufficiently impressed 
on the public mind. “The recent increase in unemployment in 
every part of the world, accompanied by a decline in production, 
can in the main be attributed to the fall in the level of prices, 
unaccompanied by a proportionate reduction of money costs, however 
brought about.” 

This is the key to the Report, to the real situation, and 
probably to the only way out. But here the signatories hesitate ; 
some gamble against it, and their stakes are high. Once again 
liquidity is urged as a drawback—the reluctance to venture 
savings is as great a cause of deepening the depression as the 
reluctance of the entrepreneur to borrow and extend. There is 
a healthy recognition of the fact that the social consequences of 
falling prices may be more serious than the economic, for the 
delicate questions of equity are most difficult to resolve. The 
problems raised “transcend in importance any others of our 
time and generation, and we have regarded it as our main task 
to expound their significance and to bring forward suggestions 
for their solution.” 

In the concluding section of the expository part, ‘‘ The 
Influence of Monetary Policy on the Price-level,” the Report 
breaks ground which is quite new in banking literature. The 
Committee take the view that the price-level is the outcome of 
interaction between monetary and non-monetary factors, and 
the recent collapse is a monetary phenomenon resulting from the 
monetary system failing ‘‘ to solve successfully a problem of 
unprecedented difficulty and complexity set it by a conjunction 
of highly intractable phenomena.” No one is blamed: the 
problem, even if it was theoretically practicable—which is not 
asserted—might have required a degree of knowledge, experience 
and prescience which no one “ could have been expected to 
possess.” For the task of the monetary system is, by working 
on the volume of credit, to balance the effects of non-monetary 
factors in causing instability in the price-level. In this task the 
bank rate is stated to have functions which have certainly never 
been attributed to it in any responsible or official literature 
before. But this “‘ delicate and beautiful instrument’ has certain 
limitations, if acting by itself. (i) Public psychology about 
changes in the rate is on wrong lines and needs educating; 
(ii) policy really demands greater power of diagnosis, and less 
dependence upon such a late symptom as the movement of 
gold; (iii) it is better adapted to stability of exchanges than of 
business—indeed the maintenance of stable exchanges in itself 
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is troublesome, for it ‘“‘ has the effect of transmitting to our 
credit system any serious disturbances, of a cyclical character or 
otherwise, which may be affecting the rest of the world.” The 
theory of the supply of credit to business and enterprise is 
advanced—more advanced than has ever been put into practice 
for any length of time, and cannot possibly be summarised in a 
review. In any case, the Bank -.of England, with its main pre- 
occupation of maintaining the gold value of sterling, could not 
have practised it. In discussing the influence of the banking 
system on investment the opinion is expressed that the “‘ monetary 
authority is not so powerless as is sometimes supposed.” In this 
section the hand of Mr. Keynes is very obvious, although it stops 
markedly short of the development of theory in his recent treatise. 
It marks a stage which probably no practical banker would 
himself have ventured to publish, but which, when drafted, a 
thoughtful and responsible banker would find it difficult not to 
sign. 

Part II (Conclusions and Recommendations) opens with ‘‘ The 
Gold Standard,” and recommends that the time is not ripe to 
despair of its compatibility with internal blessedness—a gallant 
attempt must really be made to work it satisfactorily, since the 
international comity is a boon to be coveted. But devaluation 
gets short shrift, and systems of dual currency are not touched. 
Everything possible must be done to raise prices, by Central 
Bank action on international lines, and long-period stability must 
be avowedly accepted as their task. To this end a number of 
suggestions are made, but “if we have raised expectations that 
we shall be able to propose in our detailed recommendations a 
sure and certain means of attaining these objectives, we fear 
that such expectations will be disappointed.”’ It is the adoption 
of the objectives that is the most important feature, not a map of 
an unknown course. Among the practical suggestions we find 
(a) agreement to keep gold out of active circulation, (5) elasticity 
—at present relaxation—in legal requirements for reserves, (c) per- 
mission to reckon balances with other central banks as equivalent 
to “ home ” gold, (d) power to expand deposits. 

In discussing the obstacles facing central banks, the important 
point is brought out that the influx of short-term foreign balances 
under the “influence of a temporary attraction is, and always 
should be regarded as, the equivalent of a negative gold reserve, 
and consequently as a potential source of weakness.” Events 
since the Report have amply justified this view. A pretty little 
lecture is read to bankers who do not like economic research, and 
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appear to want a quiet life, with a nice set of rule-of-thumb 
instruments, preferably not too new. ‘“ The management of 
currency and credit is essentially an art and not a science.” 
The way is ungrateful, especially for a Central Bank. “ If it 
attempts to curb an upward movement ”’ it will “‘ be criticised 
for cutting short the country’s nascent prosperity ’—vide the 
public indignation at any attempt to control the American boom. 
‘‘ There is no need to minimise the difficulty of the high enterprise 
which we should like to see the Central Banks of the world put 
in hand.” 

“The Proposals to meet the Present Emergency ”’ include the 
steps to be taken by creditor countries in a greater willingness to 
buy and a greater willingness to lend, in which we may read, if 
we will, a reference to debts and high tariffs. A gloomy picture 
is painted for the debtor countries if they have to continue for 
another two years to part with gold on a large scale. This all 
demands not individual but concerted action. Then comes an 
insistence on the maintenance of abundant cheap credit, and 
inasmuch as good borrowers are scarce, ‘‘ some of us think that 
in the domestic field it may be necessary to invoke governmental 
enterprise to break the vicious circle.’ There should be an 
international discussion on trade restoration, and perhaps a 
private International Corporation with large capital. 

Space fails for the enumeration of the proposals relating to 
domestic monetary policy—the raising of the maximum for our 
note circulation to 400 million £, and the recognition of a lower 
limit of 75 million £ for the gold reserve—“ increased resources 
and greater freedom.” The fusion of the Banks’ Issue and 
Banking Departments, and the freer use of the bank rate, a 
closer connection between the Central Bank and the deposit 
banks, with fuller statistical information for the regulation of 
the amount and direction of investment and widening or narrow- 
ing the margin between long-term and short-term rates of interest, 
are all technical means towards the avowed economic aims and 
need not detain us here. Nevertheless, a point of interest that 
ought not to be missed is the round condemnation of window- 
dressing by the Joint Stock Banks, which adds 75 million £ to 
their apparent cash reserves at the half-year, and 20 million £ in 
the monthly statements. 

A long section on proposals relating to the Capital Market for 
home investment develops a project for a new type of financial 
organisation to facilitate industrial investment and make it as 
closely sponsored as the foreign bond market, more especially for 
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medium-sized businesses with no special public name. The 
relations between the banks and industry are closely examined, 
and the lack of facility for “‘ intermediate credit” exposed. The 
final section is a valuable statement of new statistical information 
which is requisite regularly for the interpretation of financial 
movements and their guidance. 

The worst that can be said about the Macmillan Report is 
that, in the face of our present tremendous and urgent problems, 
its recommendations for immediate relief seem feeble and nerve- 
less; but no one ought to make this criticism unless he is pre- 
pared to assert that there actually exists a field of active possi- 
bility which has been unexplored. If the land is bare, they 
cannot make it flow with milk and honey. Their best service is 
to expose its bareness and make us face realities. A juster 
criticism would be that the Committee as a whole, looking round 
at all possible expedients, had no common agreement except that 
they were each and all so nasty and unwelcome that they one 
and all exclaimed, ‘‘ We surely cannot be doomed to such paths : 
we must conclude that Providence will spare us and the price- 
level must rise and save us from such decisions.” But the right 
thing to say about this Report is that it dispels delusions about 
easy remedies, that its long-run programme is a great public 
service, and that, above all, it is the first financial document that 
looks forwards instead of backwards. Up to now, to tinker with 
the old order, adjust its temporary dislocations, and close the old 
ranks in the old way has been the accepted approach to our_ 
problems. This Report shows that the world we are to live in 
is a new one, with new problems, and a technique to be worked 
out. It offers some fine broad approximations to that technique, 
but bids us above all to be vigilant, experimental and courage- 
ous, because we shall meet the new and strange at every turn. 
Certainly, it reckons for the interaction between industry and 
money in a way that no report has hitherto done. At the same 
time it is practical enough to recognise human limitations, and to 
offer no undue shocks to the virtues of continuity. 

In the Addenda we find the individuals taking to themselves 
wings, and the most interesting expedients and theories are to 
be found here. Different as they may be, they are together of a 
high order, and there is not one that does not contain valuable 
statements and views. The “ six ” deal with a bolder policy of 
expansion of domestic credit, and they analyse the alternatives 
of (i) a reduction of salaries and wages, (ii) control of imports and 
aids to exports, and (iii) domestic enterprise assisted by State 
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action. On the whole they discount considerably the value of 
reductions in money wages, fearing a cumulative and continuous 
rivalry, and also fixing upon ourselves a price-level at which our 
social debt burdens will be unbearable. In this section, in my 
judgment, they over-state the extent to which wage reduction is 
a destruction of purchasing power, whereas, as Mr. Brand makes 
clear, in his admirably executed solo, they are primarily a redis- 
tribution of purchasing power, which just relaxes the pressure 
from the mainspring, by making the profit element once more 
appear. Redistribution, by price fall, is unimportant, if it did 
not destroy incentive and scope for the very life of the whole 
organism. 

It was not to be expected that the main Report would deal 
even indirectly with a tariff either as an industrial remedy, a 
budgetary expedient, or a monetary device. But the Addendum 
of the ‘‘ Six” touches broadly upon a tariff-plus-bounty scheme as 
a substitute for devaluation and having the advantage that it 
would leave our sterling international obligations unchanged in 
terms of gold, with the avowed object also of reducing the real 
value of given money incomes, whether wages or rentiers’ interest. 
In the general discussion of import restriction, or other inter- 
ference with Free Trade unrestricted, it stresses the argument 
against the necessary consequence of a mere diversion of resources 
at the present moment, owing to the fact that our productive 
resources are not, and are unlikely to be, fully employed—in 
other words, it throws the rectification in the balance of trade 
equation not upon goods and services at all, but upon the interest 
and capital items. It deals lightly with the counter considera- 
tions (a) that foreign buying power would be so curtailed as to 
diminish our export market and (b) that the cost of production 
of our exports would be increased, (c) that the cost of living would 
be increased. For the first it makes the point briefly that an im- 
port of gold might certainly cause a contraction of credit abroad, 
but if the improved balance of trade were used to expand invest- 
ment at home, our imports might even be increased in a way that 
otherwise might have meant a loss of gold, and, moreover, we could 
increase our foreign lending. For the effect upon export costs it 
is urged that “ a direct subsidy would be open to various practical 
objections. But it would not be difficult to find other ways of 
giving back to the export industries advantages at least equal to 
the comparatively small disadvantages... .”’ The cost of living 


objection is met by asking for a contrast with alternative proposals, 
and a reference to improved employment. Two of the six signatories 
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make a reservation to the effect that they have no liking for the 
proposals but must accept them as a pis aller. The objection of 
“irremovability ” is not touched. Mr. Brand’s addendum, while 
obviously reluctant, admits that in order to protect our exchanges 
and “‘ to enable the Bank of England to maintain credit con- 
ditions favourable to home industry, it might become necessary 
to take steps to restrict imports either by a general tariff on all 
imports, or by a more specialised protective tariff, or by some 
restriction of unnecessary imports. His outlook is restricted to 
the monetary problem.” But a general reduction of efficiency 
and money costs is greatly preferred and indeed is necessary to 
give an impetus to exports, despite all that a tariff might do. 
Sir W. Raine states in unequivocal terms the case, at the outset, 
for a revenue duty on all imported manufactures (with a Dominion 
preference), not strictly on the monetary dilemma, but on fairly 
conventional protection and “ fair trade ”’ grounds, the ‘‘ develop- 
ment of the home market ”’ argument, and particularly to create 
an atmosphere of confidence. Lord Bradbury’s memorandum of 
dissent refers to tariffs as a mere enlargement of the list of shel- 
tered trades. It is in Professor Gregory’s addendum that the 
subject finds its fullest treatment, but he also practically confines 
it to the monetary aspect. He urges that the tariff cannot meet 
the task required or remove the fundamental defect unless it is 
constantly being adjusted, and adjustment would create new 
difficulties. He makes the curious comment, ‘‘ Moreover, a review 
of history does not warrant giving the tariff a very high place as 
a method of relief from monetary distress.”” Has there ever been 
anything approaching an historical parallel to the British con- 
ditions now under discussion? Has a tariff ever been tried or 
suggested before to meet them? His first substantial objection 
is the argument for probable permanence, and he demurs to the 
“emergency” idea. The tariff would tend to perpetuate dis- 
parities in costs, and so long as these existed, retention would be 
urged. But the real ground for the emergency measure has not 
been put forward on these conventional lines, but the excess of 
our own real costs at one period over those at another. He rightly 
urges that if the revival of price does not come about, the tariff 
becomes permanent, and puts the case for political ineptitude 
very forcibly. Nowhere does he examine the possibilities of new 
political devices to overcome it. His second argument is that a 
spurious equilibrium would result, causing a new series of dis- 
equilibria, because of the attempt to adjust wage rates to the rise 
in the cost of living, whereas it is of the essence of the proposal 
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that so long as real wage rates are not below the real wage rates 
prior to the depression in prices, no such adjustments will be 
necessary or even demanded. The rentier and the wage-earner 
cling to their monetary rewards and resist, to the uttermost, 
downward “ adjustments ” to secure constant real rewards, but 
the essence of the present case is that a rise in the cost of living, 
so long as it is within the recent fall, will be conceded without 
any monetary change. It is beside the point to argue what will 
happen if this assumption is incorrect, and it is the correctness 
of this assumption, on industrial, psychological, and _ political 
grounds, that ought to be examined. The third contention is 
that the scheme is either impracticable, or else unremunerative 
from a budgetary point of view. He foresees a complicated impost 
with considerable reactions in competition in export markets. 

Taken as a whole the Report cannot be said to give a very 
complete or satisfactory examination of the economics of a special 
tariff in the present conditions of British finance and trade. 
The economic examination should assume the political difficulty 
as solved, and report faithfully on the result, and, moreover, it 
should not reassert as necessary, complications which the proposal 
is designed to avoid. 

Lord Bradbury’s memorandum of dissent is rather putting the 
beat on different notes in the bar, e.g. the burden of unproductive 
debt, over-lavish expenditure, excessive distributive costs, and 
an attempt to maintain too high a standard of living. The 
remedies are mainly outside the Committee’s terms of reference. 
He does not seem to object to the objectives of the Committee for 
the gold standard, but they are “in conception too ambitious 
and for application too nebulous.” The international objectives 
really involve fixing an index figure for gold, and this with its 
consequentials will hardly “‘ come within the range of practical 
international politics during the lifetime of the youngest of us.” 
The treatment of the raising of the level of prices is at once “‘ too 
sweeping and too sketchy.” His positive contributions are, that 
(a) we adhere to the gold standard and try to make it work better ; 
(b) that we make no fundamental changes in our domestic cur- 
rency and banking method—a little touching-up will do; (c) that 
we provide better machinery for investment in domestic industry ; 
(d) Gladstonian economy in State expenditure. He concludes 
that the real causes of our discontent are in the main outside the 
domain of money and credit. However limited may appear the 
use of this survey, we cannot but admit it to be well reasoned, and 
perhaps to have a certain warning value, though personally I 
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should have preferred it if he had come out of the Victorian era 
and faced the same kind of future as his colleagues. 

It seemed as if, during its course the Macmillan Committee 
had been badly bunkered, but, while it has performed no miracles, 
it has emerged with enduring credit, still perhaps in the rough, 
but with a definite idea as to the direction of the green, and a 


brave array of clubs. 
J. C. Stamp 
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REVIEWS 


Britain and World Trade and other Economic Essays. By A. 
Lovepay, Head of the Economic Intelligence Service of 
the League of Nations Secretariat. (London: Longmans, 
Green & Co., 1931. Pp. xxi + 229. 10s. 6d.) 


Amone the attempts which have been made by eminent 
economists in recent months to help us to find out where we are 
and whither we are going, here is assuredly one of the most full 
of meat and worthy of careful and continued study. Not that 
Mr. Loveday is concerned primarily with the great slump, which 
had scarcely made its full force apparent when the last of these 
essays was written; but his analysis of the economic make-up 
of the post-war world and of Britain’s place therein is none the less 
searching on that account, and it is at least arguable that it does 
not need much reconsideration in the light of quite recent events. 
Looking down upon all the plains of Europe from his Alpine 
vantage-ground, and handling gracefully and with confidence that 
complicated fabric of world statistics which he has done so much 
to weave, Mr. Loveday has had opportunities for observation 
worthy of the keen and reflective judgment which he has brought 
to bear on what he has observed; and his conclusions, while they 
have not all remained unchallenged, have rightly already won 
very considerable attention. There is the less need to present 
them in detail here. Readers of the Economic JourNat will 
know already that Mr. Loveday holds that the main economic 
problems with which the world is now increasingly confronted 
“emerge not from a failure to recover from the immediate effects 
of the war, but from the success with which the efforts made have 
been crowned ’’—in other words, from the rapid growth in wealth, 
or (as it is no doubt more fitting to say in the trough of a slump) 
in the potentialities of wealth. This rapid growth in individual 
wealth, itself the product of the triumphs of applied science and 
of the declining rate of growth of population, has produced a 
change in the character of demand: the demand for the simpler 
staples and necessaries lags behind the growth of wealth, and is 
replaced by a demand for comforts and enjoyments which is more 
fickle and unstable in its nature, and calls for ever greater versa- 
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tility and power of adaptation on the part of the producer. Hence 
the troubles of the producers of cereals and of the simpler manu- 
factured goods; hence also the efforts to hypnotise demand 
by advertisement and to gain protection against its vagaries 
by cartellisation. 

To the present reviewer it does not seem doubtful that Mr. 
Loveday is right in thus tracing the main economic disorders of 
the world—not excluding the trade slump itself—to imperfect 
development of our organs for digesting wealth. About some of 
the subsidiary generalisations which arise in the course of his 
analysis it is hard to feel so confident. Does not Mr. Loveday 
under-estimate (pp. 50, 125) the forces tending to depress the 
standard of life of the agriculturist? Is it really certain (p. 92) 
that a greater equalisation of the distribution of income tends to 
promote instability of demand? The opposite thesis would seem 
to be equally plausible—that it is the relatively rich who exercise 
both those luxury-demands which Mr. Loveday characterises as 
fickle and those variable demands for capital goods which are at 
the root of cyclical fluctuation, while the demands of the relatively 
poor are comparatively stable and calculable; so that a transfer 
of income from the former to the latter would, taken by itself, 
make for increased stability. But again, is it not perhaps the 
physical nature of the ‘‘ new ” consumers’ goods, approximating 
as they do in size and durability to capital instruments, rather than 
the mere fact that they are objects of luxury, that renders the 
demand for them unstable? Finally, there will no doubt be many 
to question Mr. Loveday’s confident inference, from the greater 
growth in 1925-9 of trade than of production, that the future holds 
in store a great expansion of international trade, and an eagerness 
on the part of manufacturers in all lands to strike off the shackles 
in which they have bound themselves in recent years. Whatever 
our judgment on these matters, these instances serve to show the 
rich food for reflection which the essays entitled ‘‘ A Record of 
Progress, 1925-29 ” and “‘ Quo Vadimus ? ”’ contain. 

When Mr. Loveday turns from the world scheme to Britain’s 
place in it his conclusions are equally striking and worthy of 
attention—and perhaps even more likely to provoke controversy. 
Britain, he holds, has failed to adapt herself to the changing condi- 
tions of the world, and it is this lack of adaptability, this rigidity 
in the various portions of her economic mechanism, which was at 
the root of her troubles in 1924-9 rather than currency policy or 
any of the special disabilities so often pleaded in her defence. 
Mr. Loveday has no difficulty in showing that in those years the 
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growth of our exports, not only in the old staple industries, but in Mi 
the more specialised trades with which the future lies, failed to dis 
keep pace not merely with the growth in Germany, emerging out sh« 
of her slough of despond and stung by the gadfly of reparations, of 
but with that in most other industrial countries as well. It is to 
indeed difficult, as it has been for many decades, to decide how an 
many tears it is appropriate to shed over this relative decline. It int 
would be comic, if it were not so disconcerting, to find what of 
opposite conclusions two authorities so much akin in general 

outlook on the world as Mr. Loveday and Sir Walter Layton? can an 
draw from the same sets of figures. Of the exports of electrical wid 
machinery and apparatus, observes Mr. Loveday, the British share we 
was very much lower in 1928 than in 1924, and by 1929 was less ex] 
than in 1913. ‘‘ Inelectrical machinery,” writes Sir Walter, “ we hei 
have kept well abreast of our competitors.” “A still more an 
striking example of recent decline . . . is afforded by the artificial ant 
silk industry,” groans Mr. Loveday; “the British share in the wal 
quantity of this product exported by the leading countries was Mr 
almost cut in half between 1925 and 1929.” “ In the production to’ 
of quasi-luxuries,” chirps Sir Walter, ‘‘ we are keeping pace with the 
a rapidly rising demand. . . . Our exports of artificial silk tissues ass 
rose from £332,000 in 1926 to £925,000 in 1929.” ‘“‘ Others ing 
have taken the place which might have been ours in, for instance, dis 
the markets for wireless or photographic apparatus . . . etc,” An 
mourns Mr. Loveday. In the production of ‘ diversified and evi 
specialised products, the making of which demands a high degree mt 
of skill. . . . Britain still leads the field,” proclaims Sir Walter, 19: 
singling out as an instance the supply of photographic lenses to an 
Hollywood. Poor John Bull! No wonder he rubs his head, and lin: 


having obtained from his college-bred son a translation of Mr. 
Loveday’s question Quo Vadimus? remains uncertain whether 
the answer is heaven or hell. Ke 

This much, I think, can be said—that some of Mr. Loveday’s 
gloomy conclusions need reconsideration in the light of the informa- 


tion which has lately become available about the increase in British cal 
productivity per head between 1924 and 1929, and especially gat 
during the latter year. Nor do I feel sure that he assesses at its ov 
true weight the turn of the terms of trade in favour of manufactur- sol 
ing countries, which he seems to regard as having been practically 

cancelled by 1929, and the renewal of which during the slump he the 
asserts to be only a flash in the pan. Again, to a reader coming det 
fresh from Mr. Loveday’s strictures on the immobility of labour the th: 


1 The Economic Situation of Great Britain (London General Press, May 1931). if « 


1931] ROBERTSON : ECONOMIC FRAGMENTS 439 


Ministry of Labour figures of the changes in the occupational 
distribution of labour in recent years would bring, I think, a 
shock of relieved surprise. Nor does even so eminent a master 
of statistics seem to be exempt (pp. 172-5) from the temptation, 
to which members of Parliament and bank chairmen are naturally 
an easy prey, to bring the Board of Trade index of wholesale prices 
into collocation with money wage rates as though it were an index 
of the prices received by British manufacturers for their products. 
Further, behind all such questions of the interpretation of facts 
and figures lie, as it seems to me, unsettled questions of judgment 
—almost of aesthetics. How far, if we were free to choose, should 
we wish to see Britain relying for her imported daily bread on the 
exploitation of her rentier position, or how far should we prefer 
her to earn it by the sweat of her brow, and to keep, as a symbol 
and token of her greatness, the whole account of interest-receipt 
and new foreign investment in a separate—almost a non-economic 
—ledger? It almost seems to be some such course-as this that 
Mr. Brand, for instance, to judge from his interesting addendum 
to the Macmillan Committee Report, in his heart desires. Perhaps 
the bottom of a slump is not a suitable moment to attempt to 
assess either our desires or our powers; but for all who are ponder- 
ing on such matters Mr. Loveday’s book contains a quite in- 
dispensable mass of information and suggestion and argument. 
And when all qualifications are made the cumulative weight of the 
evidence is still, I think, on the side of his conclusion that in the 
mutual relations of finance, industry and labour in the Britain of 
1924-9 there was a good deal of avoidable costiveness which called, 
and still calls, for considerable doses of such medicine as a Musso- 


lini, no doubt, would be delighted to supply. 
D. H. Roprertson 


Economic Fragments. By D. H. Rosertson. (London: P. S. 
King & Son, Ltd. 1931. Pp. viii + 267. 10s. 6d.) 


To adapt a pen at its best sluggish to the flights of one who 
can prove discipleship of Lewis Carroll and Alfred Marshall in the 
same breath, and trips from light fancy to devastating solidity 
overpage, is too unfair a task. Let us begin, heavily, with the 
solid group. 

The first fragment is on “‘ Economic Incentives,” and treats of 
the supply of the four agents of production. After an extremely 
detailed analysis of the supply of labour, Mr. Robertson finds 
that the amount of labour available from all sources shows little, 
if any, response to the incentive of a change in reward. Similarly 
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in the case of other agents: their supply constantly expands, 
not owing to any psychic reaction to an enhanced reward, but 
because the reward itself enlarges the source of the supply. A 
high interest rate does not persuade savers to set proportionately 
more of their incomes aside so much as it endows them with a 
larger income from which to save. 

The discussions opened by the next essay are still faintly 
reverberating. In itself it is an attack on every point in the 
Colwyn Committee Report, showing that income tax does not 
affect prices. Victory seemed to be at least momentarily with 
the attack; but it led to a series of counterblows, and, in the 
end, provoked the inevitable discussion: What does affect the 
supply price of anything? Here the victor, in very good com- 
pany (see recent numbers of the Economic JouRNAL), and with 
a perfect grace, and with the rest of us, falters a little. This 
second essay at the beginning seems to be contradicting the first ; 
it seems to be saying that, despite the Colwyn Committee, income 
tax does raise prices. But according to the earlier thesis, the 
entrepreneur is not much affected by his pecuniary fate, and, tax 
or no tax, will continue producing much as before; if this is so, 
and if the tax does not affect his prime costs, we remain still grop- 
ing for a way in which it may raise prices. Reassurance comes, 
however, at the end, when we are told that faulty conclusions do 
not inevitably follow fragile theory. 

Whatever else Mr. Robertson achieves by his raids, he cer- 
tainly stirs the Viking in others. The last article of this group 
is on ‘“‘ Wage Grumbles,”’ and defends the marginal productivity 
theory of wages against five groups of assailants. Attack being 
the best defence, all five are harried and, surely, except one, per- 
haps, whose trenches are very deep, put to flight. Yet, whilst 
enjoying the spectacle, the onlooker cannot avoid the sense that 
these guerilla movements are rather obscuring. What is this 
theory behind the defence? Must not the grumblers rumble 
indefinitely unless the theory is collected from the various appen- 
dices and footnotes where it now lies and given a solid body? 
Could not a sixth grumble-group arise and say, for instance, that 
wages seem always in the past to have increased more as a result 
of improved instruments than as a consequence of growing labour 
productivity, marginal or other; and that if it is desired to 
explain anything about the determinants of wages (this being the 
chief end of a theory), it is necessary to begin at several points 
utterly remote from the factor labour, e.g. discoveries of materials, 
machines and supermen, as long-run factors; and money, as the 
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short-run factor? Possibly this is nonsense exceeding that of 
some of the other five; or, if not, Marshall must already have 
said it; but such difficulties can only be dispersed if the orthodox 
theory is put together and shown whole; and, humbly, and with 
the conviction that there is in fact the whole theory for the seeking, 
we would urgently crave this favour. 

Despite the motto of the book, quoted from Tweedledum, 
“ Every one of these things has got to go on, somehow or other,” 
the pinning and tying of the strings is most neatly done. Even 
where the transition is from Wages Theory to a purely descriptive 
treatment of the Coal Strike and General Strike, and thence to 
the Slump in Shipping and Shipbuilding, and on to Unemployment 
and Family Endowment and the Malthusian Devil, there are 
links and threads which create unity at least in the ‘‘ atmosphere ” 
of the work. The expressed hope that the book will be “‘ intel- 
ligible and interesting to the general reader as well”’ is realised 
without, one feels, diminishing the scientific value of these short 
stories. 

Eighteen reviews of the works of others appear in the book, 
grouped according to subject and having a continuity of thought 
scarcely to be expected in such commentaries. Here the touch is 
of a sensitivity that to the reviewer’s reviewer, who has to strive 
after it, is almost agony, so intangible is its quality. Shaw, 
Wells, Keynes, Ford, each in turn is matched, mood for mood. 
There is a versatility and style which lies almost unsuspected 
when hidden beneath the heavy phrases of the dismal science ; 
it would be great unkindness to limit it permanently to this use. 
Perhaps its strength is greatest in veneration; for none in reading 
the review of the Memorials of Alfred Marshall could escape the 
compulsion to pay deep tribute. Three pre-war speculative 
essays close the volume most fittingly, since they strongly whet 


the appetite for more. 
J. R. BELLERBY 


A Contributive Society. By J. R. BeLLERBy. (London: Educa- 
tion Services. 1930. Pp. xvi + 224. 7s. 6d.) 


“THERE appear to be two chief difficulties confronting those 
who are anxious to see some change in the ‘ economic system.’ 
The first is that of visualising a system which would in all ways 
reflect or express their ideal; the second is that of determining 
what steps may be taken, here and now, towards the attainment 
of the ideal” (p. vii). In this book Professor Bellerby analyses 


the imperfections of the existing economic system, expresses in 
Ga2 
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general terms what he considers to be the conditions essential 
to an ideal system, and then attempts to answer the difficult 
question: “ How far is it possible, immediately, to press forward 
towards the ideal?” (p. xi). It is in answering this question 
that Professor Bellerby differs most fundamentally from the 
Marxists, for, in so far as the ideal is concerned, he has much in 
common with them. The Marxian ideal of a State in which each 
contributes according to his ability and receives according to his 
needs is very close indeed to Professor Bellerby’s ideal of “a 
community of men whose accepted aim was to contribute their 
maximum to the consumption of the entire group ” (p. xi). But 
while the Marxists maintain that the transition from the present 
state of society to the ideal must take place primarily through 
a change in institutions, thus causing the contributive spirit to 
develop as a consequence, Professor Bellerby envisages a transition 
in ».aich individuals must develop the contributive spirit and thus 
alter institutions. He considers that ‘‘ undoubtedly, certain 
methods of social reconstruction, the legislative and the educa- 
tional, do make for the greatest possible width of advance; but 
the advance is correspondingly narrow in depth. . . . There is, 
however, a second possible way of advance. It consists in the 
establishment of small pockets of society, groups which are bent 
on making personal experiment towards some social model ” 
(p. xii). It is this method which appears to the author to be 
most consistent with the ideal before him. 

“For some reason, not readily understood, the question of 
the underlying driving force of industry appears to have been 
largely omitted from the sphere of ‘economics.’ The tendency 
has been to regard this subject as falling within the scope of 
ethics.” But “ sooner or later the economist or social leader who 
recommends new economic mechanism without reference to the 
power available to drive it will come to be judged as, say, an 
engineer who builds machinery for which no suitable form of 
power can be found” (p. 5). We may see the point of this 
statement of the author if we ask, for example, how far the 
orthodox criticisms of socialism are only justified on the assump- 
tion that human motive in the economic life of a socialist com- 
munity will be no different from the motive underlying the 
economic life of an individualist society. The assumption of 
orthodox economists, that self-interest is the prime mover of all 
individuals, while true to some extent in the economic life of an 
individualist community, might no longer be true in a community 
based on different principles from those commonly accepted 
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to-day. Professor Bellerby readily admits that “the grip of 
self-interest . . . is exceedingly tenacious; for its foundations are 
laid in a series of ever-present and compelling bodily cravings. 
.. . It does not necessarily follow, however, that because self- 
interest has a psychological basis which is permanent, it will always 
be dominant ” (p. 22). It may be quite impossible for many of 
us to believe that individuals can-ever be prompted in their lives 
by any motive, ultimately, other than the desire for satisfaction 
through self-expression; but this does not imply that self- 
expression cannot take other forms than the personal accumulation 
of wealth; it may take the form of making the maximum con- 
tribution to general welfare if this activity is believed to be worth 
more than mere acquisition. The business man who has “ made 
his pile ” rarely retires from business. Not because his material 
needs are not yet satisfied, but because in order to feel that he is 
a satisfactory member of society he must be accumulating wealth. 
If the measure of satisfactoriness were the amount contributed 
and not the amount acquired, the motive governing production 
might alter in a very short time, as has doubtlessly occurred to 
a considerable extent in Russia. In finding the root of the evils 
of the present economic system in human motive the author 
challenges the most fundamental assumption of orthodox eco- 
nomics. He puts a very strong case for a reconsideration of the 
value of this assumption if we visualise society as a changing 
organism in every way, and not as one in which the most anti- 
social of human characteristics cannot change. 

We now come to the principles to be put into effect by those 
who, in society as it exists to-day, accept the ideal of “ maximum 
contribution ” and desire to bring into existence a community in 
which this is the ruling motive of human action. “Since it is to 
the community as.a whole that the gift is to be made, the con- 
tributor necessarily ranks himself equally with all others for 
benefits; and he attempts to assess his share by making some 
estimate of the ‘ average wage.’ The attempt to limit consump- 
tion to this average, whilst following naturally upon any con- 
tributive urge, might nevertheless in some cases, by its reaction 
on the individual, reduce his power to serve; and in such cases 
‘maximum contribution’ would involve consumption greater 
than the average” (p. 139). In making this concession it may 
appear that Professor Bellerby is admitting the validity of the 


.excuse which has been given for every act of exploitation that 


has ever been perpetrated, but it may be replied that if the aim 
of the individual is maximum contribution, then he never will 
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increase his consumption beyond the point at which he believes 
it will help him. The question is, will his belief be affected by 
his desires ? and this question cannot be answered with certainty, 
Some doubt may also be felt as to the “‘ average wage ”’ basis of 
income. Why not make it average income, for example, in which 
case the personal income would be much less? Here it seems 
that the limitation of income is only the material sign of a change 
of motive; if the motive has really changed there is no doubt 
that the individual will limit his consumption to a minimum, 
whereas if the motive has not really been altered, then, to what- 
ever extent he limits his income, he will, in fact, be able to gain 
more than the average material satisfaction by various subversive 
means. It appears that too much stress should not be laid on 
the actual material limitations which Professor Bellerby suggests. 

Given that a Society of individuals accepting the principle of 
maximum contribution and the average wage has been formed, 
what kind of work are they to undertake in an acquisitive com- 
munity? In answering this question it is suggested that they 
should take part in ordinary economic life, with certain limitations. 
“If any member were an architect, or a teacher, or a welfare 
worker, or a manufacturer of artistic wares, he would be con- 
tributing directly to the stated aims of the Society. Another 
method would be through deriving funds from work in industry 
and devoting them to the ‘common purposes’ ”’ (p. 153) of the 
Society. “‘ Property should be held in such a way that it would 
yield most benefit, present and future. During early life much 
might be held in private hands, so that it might be transferred 
readily from use to use” (p. 193). Inheritance would be elimi- 
nated, but the Society would provide insurances for its members. 
In industrial activity socially-harmful trades would be avoided, 
competition as a means to fostering enterprise and ability would 
be utilised, but would give way to co-operation wherever it proved 
unsatisfactory. ‘In industrial relations the attempt” would 
be made “ to arrive at a position in which all persons share the 
ownership of, and the responsibility for, industry ; and the creation 
of an attitude to production such that every business unit, as a 
body, becomes a public service ’’ (p. 194) would be fostered. The 
question, to what extent the Society would be justified in benefiting 
from the profits gained by individual members, is unfortunately 
not discussed. The conflict which might arise between the duty 
of a member to the Society whose only aim was to maximise its 
contribution to the community in the long run, and his obliga- 
tions direct to the community through his work, appears hardly 
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to have been considered, though the solution of this problem is 
essential to any satisfactory working of the Society. For example, 
if the Society were greatly in need of funds for important social 
work, would its members be justified in raising the prices of their 
services to the community in order that these funds be obtained, 
or would this constitute an unjustifiable exploitation of the com- 
munity for the benefit of the Society ? Societies of this kind have 
existed in the past in isolation, so that the methods of the 
acquisitive world could be completely renounced. In bringing 
his Society into close contact with economic life, Professor Bellerby 
certainly increases its power to influence that life, but the need 
for compromises with the desire for acquisition is at the same time 
substantially increased. 

The Society could, as it grew, split up into self-governing units, 
distributed throughout the acquisitive community, in the form of 
“numerous separate, independent trusts, organised either on an 
industrial or on a social basis”’ (p. 197). These .organisations 
would act as an example to other producing organisations and 
would recruit new members as their success became apparent. 
By degrees these larger units would be found to affect the State 
itself, though this stage of development is unfortunately very 
slightly considered by the author. He maintains that, “ irre- 
spective of the stage of growth reached in economic matters, there 
will still be a necessity for State organisation, law, and govern- 
ment, of much the same kind as that which exists now, so long 
as any form of disregard or carelessness prevails. . . . It follows, 
therefore, that the Contributive Society’s organisation could 
never completely supplant that of the State” (p. 212). Unfor- 
tunately, the relationship which would exist between two powerful 
bodies of this kind is not discussed, except in so far as it is suggested 
that the branches of the Society would be law-abiding, tax-paying 
institutions. It may be doubted whether the Society and the 
State would not in fact become identical when the mass of the 
population had become members of the Society, for by then the 
community as a whole would have accepted the “ contributive ” 
principle and the maintaining of law and order would be no more 
than a process of administration. 

Throughout the book the author has the needs of the individual 
at heart and deals interestingly with problems and experiments 
in education, the nature of self-interest, personality, the encourage- 
ment of artistic expression, and the danger of the desire for power 
as a substitute for the acquisitive motive. He covers a field far 
wider than that which is normally treated by orthodox economics. 
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In considering the position of Russia he states the fundamental 
difference between himself and the Marxists in the following 
words: “‘ To attempt to force it (Communism) on a people at the 
point of the sword, as was done initially, is the most cynical form 
of contradiction ” (p. 34). It may be asked here whether some 
compromise is not necessary between the two methods of attaining 
to the ideal society. While the contributive spirit is undoubtedly 
essential, is it not probably also essential that anti-social minorities 
should be compelled to conform to any widespread movement ? 
And can it not be said that the Russian revolution was, in fact, 
a rather bloody instance of such coercion? The part to be played 
by Professor Bellerby’s Society in the community of the future 
seems very analogous to the activity of the Communist Party in 
Russia to-day, with one difference, that the Communists do not 
restrict themselves only to conversion by example. In both cases 
we have what may be called “ economic asceticism,” that phe- 
nomenon which shows signs of spreading and bringing about the 
one change in ‘‘ human nature ”’ which has hitherto been con- 
sidered by the mass of people to be impossible. It will be interest- 
ing to see to what extent the contributive society of the future will 
be indebted to the economic asceticism of the persuasive variety, 
and to what extent to the economic asceticism of the Communists, 
and to what extent a compromise between the two may be effected. 

This book challenges the existing economic system, and finds 
strength in its sincerity. It should be inspiring to all those who 
have not been hardened by too long an acquaintance with the 
orthodox conception of human nature. Professor Bellerby is 
fair-minded, perhaps too fair-minded to have the maximum 
propaganda value, for he is acutely conscious of the problems 
with which his thesis confronts both us and him. For this reason, 
in certain places, an extreme broad-mindedness may give the 
impression of a lack of faith in the proposals made; which is a 
pity. Ultimately, Professor Bellerby is more than an economist, 
he is an artist in the widest sense of the term, and is aiming at 
an ideal far wider than anything which can be expressed in the 
limited terminology of economics. This ultimate ideal he calls 
the “‘ Higher Beauty. By this is meant the art of expression of 
the whole body of the people, viewed as a harmony; a thing of 
infinite variety combined into one vast life symphony. It is the 
counterpart in man’s activity of that of Nature, where infinitesi- 
mals and infinites contrast, and where nothing is so small as to 
be neglected and nothing so great as to overbear the whole. It 
is this human Higher Beauty that demands the contribution of 
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each artist ; and it is this in the service of which each may acquire 
freedom, partly because its service means full outreaching, partly 
because it implies unity and not conflict with other effort ”’ (p. 221). 
P. A. SLOAN 
University College, 
Bangor. 


Youth and Power. By C. R. Fay. (London: Longmans, Green 
& Co. 1931. Pp. viii + 292. 10s. 6d.) 


No one could be better qualified than Professor Fay, @ cheval 
on two continents and two centuries, to see the problems of 
three countries, as he tells us in his Preface, from their own 
angles of approach. What is youth, a little disillusioned and 
deprived of its natural leaders who are sleeping in the grave- 
yards of France, going to do with its power? What solutions 
will it find for the social and industrial problems of to-day ? 
The remedies proposed are various. At the forefront we find 
the doctrine of greater consumption: pay the- working man 
more and his wages will at once return in a beneficent stream to 
encourage production and further employment. This is “ bald 
advocacy of greater employment through the magic of greater 
consumption at nobody’s cost.” In the last resort it merely 
bears evidence to Labour’s dislike of a system of production 
based on profit-making. It disregards the fact that every rise 
in wages makes it harder for the employer to employ as many 
men as before, and blinds its adherents to the real cause of 
economic trouble—the collapse of man-power before machinery. 
In the past new inventions meant development, and labour-saving 
machinery was job-making machinery; to-day every improve- 
ment means a definite ousting of man from the scene of action. 

There is not one problem of unemployment: there are a 
number of different problems. In the building trade the trouble 
is due partly to the poor performance of the workers; in cotton 
to unhealthy capitalisation in the past and the misfortune of 
dependence on Eastern markets; in coal, to stringency of capital 
and consequent lack of development. Taxation, pace the Colwyn 
Committee, must take its share of the blame. Accumulated 
wealth may well be able to make great contributions to the 
revenue year by year, but a damper is put on new growth. 
Rising costs are not, as Labour is inclined to believe, “ piped 
through some mysterious channel on to the luxury fund of the 
very rich.” 

The upshot of the discussion is that youth cannot expect to 
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have a short cut to power. Bolshevism is dismissed in a very 
few sentences. It is not a menace to the world because, con- 
ceived in hatred and securing itself by force, it is sterile and 
therefore cannot spread. An Army Corps of Western bour- 
geoisie, recruited from short-sighted Bank clerks and stolid Trade- 
unionists, would walk through a whole army of Moscow’s best, 
chiefly because the Russian conscript, imbued with Bolshevist 
philosophy, would inevitably shoot his officers in the back when 
they advanced to attack. But the majority of us live so heavily 
in the world of reality that we rarely rise to the thought of ulti- 
mate things. We treasure security, and here lies the main appeal 
of capitalism : the system works and pays its way, or at any rate 
sees that the way is paid somehow. But our great society cannot 
leave it at that. And so Professor Fay makes his appeal to 
youth: those who, like himself, are spiritually averse to the 
dominion of capitalism must show it constructively by creating 
alternatives which will pay their way. We have done it once, in 
1844, and we can do it again in the field of semi-public enterprise, 
securing the co-operation of the working man by so improving 
technique as to stabilise his wages. But we must confine our- 
selves to essentials. The nationalisation of Banking is not a 
practical issue, while the nationalisation of Power is fundamental. 
An enthusiastic chapter describes the two strongest examples of 
nationalisation in the world: the Canadian Wheat Pool, an 
association of producers, and the Hydro-electric Power Commis- 
sion of Ontario, an Association of consumers which in years to 
come will be the “ tool case of a rational state socialism.” Both 
render service at cost, and afford the most valuable and the most 
promising counterpoises to capitalism. 

Professor Fay is essentially dynamic and always constructive, 
and frequently he intrigues the reader by suggestions which he 
side-tracks, presumably from want of space. Such is the state- 
ment, casually thrown out, that Great Britain would have no 
difficulty in producing all the food she requires in case of another 
war. Occasionally he assumes greater knowledge than can be 
expected of the average student, and there are places where his 
irony may not be understood and so miss its mark. Nor is it 
always easy to follow the order of his exposition—to understand, 
for instance, why we should pass from a ‘‘ Note on the Belief in 
Immortality ” to a discussion of the Classical Theory of Inter- 
national Trade. But if Professor Fay is frequently ironical he is 
never cynical, and his reply to the above criticism would prob- 
ably be that he is inviting his readers to think, and indicating 
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for their guidance the path that others have trodden. So Adam 
Smith is the dynamic thinker who performed the prodigious feat 
of teaching nations to find power not in sword and shot but in 
the peaceful art of making a living. Marx was an incurable 
romantic, but out of the “ preposterous idealism ” of Owen there 
emerged the solid commonwealth of the Co-operative movement. 
And it is this solid commonwealth, illuminated by an idealism of 
his own which shines steadily through paradox and epigram, 
that Professor Fay offers to youth as the objective of its power. 
H. Reynarp 


The Economic Life of Soviet Russia. By Carvin B. Hoover. 
(London: Macmillan & Co. 1931. Pp. 361. 12s. 6d.) 


“ Tr has always been assumed that the Soviet economic system 
would be successful because Communism was innately good, or 
that the Soviet system would fail because Communism was 
innately bad... . It is a comfortable attitude to maintain 
toward events which are occurring in the Soviet Union... . 
Although the Soviet civilisation is farther removed from the 
Utopia of the philosophers than the civilisation of Capitalism, 
the Soviet system nevertheless has possibilities of economic 
success great enough to constitute a menacing threat to the 
future of Capitalism ” (p. 341). In a note to the passage quoted 
here from Professor Hoover’s most valuable book, the author 
adds that Mr. Keynes approaches the same idea from another 
angle when he puts the question, whether the New Order in 
Russia is merely a materialistic improvement over Capitalism 
or is a new way of life. 

The chapters on Organisation of Industry, Internal Trade, 
the Banking System, Foreign Trade and Money, are descriptive 
of the system, free investigation being still impossible. The 
efficiency, present or future, could not be tested. The student 
in this respect is unassisted, and will have to remember Professor 
Hoover’s warnings, which we would have wished more insistent. 
Production statistics in quantities and money values are not 
comparable, either with the production of pre-war Russia or 
with the present production of other countries. The price index 
is almost worthless, since goods are rationed or unobtainable. 
Very little is left to positive statements, and a great deal for 
meditation. ‘‘ The evidence of the eyes proved beyond doubt 
that capital construction on a large scale was actually taking 
place.” But the evidence of the eyes is not sufficient to prove 
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whether the investment will pay. Professor Hoover also warns 
the reader very appropriately that profit is not the object of 
Soviet enterprises. It seems, however, that the credit reform 
of 1930 implies the admission of a complete confusion between 
money, cost and production. Lenin saw the essence of Socialism 
in accounting; it would follow that there is little of it in Moscow. 
The requisite of solvency in the credit system escapes even the 
most desperate blows of Stalin, despite the avowed “intention of 
the Supreme Economic Council to place every Combination, 
Trust, undertaking, and even the sections in factories on an 
individual accounting basis.” Nor has the Bank reform “ pre- 
vented inflation,” though the Commissar for Finance has denied 
such statements. Indeed, very little information is obtainable 
as regards the economic results of the basic “ constructive ” 
elements of the Soviet system. One must hope that the chiefly 
descriptive period of investigation and the pseudo-statistical 
estimate of the gains and losses will some time be overcome. 
The author has managed to get somewhat closer to the collective 
farm, but even so his very instructive chapter on Agriculture 
culminates in sentences beginning with expressions such as “‘ it 
is intended,” “it is counted,” “it is expected,” ‘“‘ the question 
must at once be raised,’”’ and no positive answer, based on actual 
reliable economic data, can be given. 

The Soviet system, owing to its very foundations—force and 
fear—can apparently not be treated as an economic subject. 
It is a fighting machine. The author repeatedly confirms this 
conception. The economic results are of secondary importance. 
But there are “ possibilities.” Of course there must be. Measured 
by capitalist standards, they ought to be immense. Stalin— 
“ the Asiatic despot ”—invests in rationalisation and industrialisa- 
tion a large proportion of the national income, and a considerable 
amount in Weltpolitik. Foreign capital supports its gravedigger. 
Thus the operation must be successful, provided the regime 
proves stable. Measured by Socialist and Marxian standards, 
the possibilities are less rosy. 

Otto Bauer, in 1919, has anticipated the inevitable clash 
between the would-be proletarian dictatorship and the peasants, and 
he foresaw that the “‘ despots ’’ would have to force the peasants 
into collective farms. Kautsky is no less positive in his recent 
book. It would seem to the Socialists that Stalin would share 
the fate of Adoniram, who was “ over the tribute” or levy of 
forced labour. 

The vulnerable point of the Soviet system lies in the political 
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centre. Even after signal victories it may disintegrate quickly. 
Whether that would be for the better or for the worse of man- 
kind everyone has to find out for himself. Professor Hoover’s 
balance-sheet on the Soviet system is interesting though not 
established in a uniform currency. 

On the credit side we find : 


(1) If the present crisis is passed, the Soviet Union within 
a decade will be in a position to offer a standard of living which 
will compare favourably with that of the more poorly paid workers 
in capitalist countries, and unless the standard of living of such 
workers in the capitalist world shall have been materially raised, 
the World Revolution will begin to make rapid strides. 

(2) The workers’ clubs constitute one of the real gains of the 
Revolution for the worker. The club is the most effective com- 
petitor which vodka has. ; 

(3) The Soviet Government has taken a more realistic view 
toward the problem of the status of women in the modern indus- 
trial and urban world than has any other country. ~ ‘ 

(4) On account of the direct control over the economic system 
which is exercised by central authority, it seems probable that 
the Soviet Government will succeed in keeping unemployment 
at the low figure which was attained during 1930. 

(5) Within the limits of the classes to which the system of 
social insurance applies, it represents an important contribution 
to social welfare. The worker ... has a greater measure of 
security against economic hazards than in many capitalist 
countries. 

(6) Together with other elements in the economic and social 
system, social insurance reduces very greatly the fierceness of 
the economic struggle for living. 

(7) The Party arrogates to itself the right to determine what 
is good for the proletariat, but sincerely attempts to serve the 
proletariat in its programmeand policy. No effort isspared to make 
the workers feel that they are an important factor in industry. 

(8) Russian Communism has had the courage to try out 
radical solutions for economic problems such as the agricultural 
and unemployment problems, and for such a social problem as 
that of the status of women in modern economic life. Some 
progress in solving these problems has been made. 

(9) If the desirability of achieving a really socialistic, economic 
and social order is taken for granted, then considerable credit 
must be given to the Russian Communist Party for having pre- 
served the dynamic character of the Revolution and for having 
developed a truly socialistic system. 

(10) Even if one is not a Socialist, the contribution to the 
fund of human experience and knowledge for which the Soviet 
system is responsible cannot be denied. 

(11) It used formerly to be denied that a socialistic state 
could “ carry on” at all. Such a denial is no longer possible. 
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(12) No bitter necessity for people of safeguarding or im- 
proving their individual economic status. 

(13) The pride of family has been destroyed. 

(14) The amassing of wealth is impossible and the craving 
for wealth neutralised. 

(15) The interest in the success of the Five-Year Plan has 
been partially substituted for success of the individual. 

(16) The creation of a system of life which bas displaced the 
money standard of measurement for even the moral and sub- 
jective values which exist in bourgeois civilisation must be 
registered as a distinct contribution to human welfare. 

(17) The servility which is induced by the desire to obtain 
monetary rewards has almost disappeared. 

(18) The spiritual advance which is registered cannot be 
gainsaid. 


On the debit side we find : 


(1) That the Soviet regime is founded upon force and fear 
there can be no question. 

(2) To a foreign observer it appears that violence has come 
to be inseparable from Communism. It is not only in the village 
that class warfare is preached. It is impossible to believe that 
liquidation of the kulaki “‘ as a class ’’ will bring an end to violence. 

(3) In terms of present human well-being it would, no doubt, 
have been better for the generation of the Russian people who 
witnessed the Revolution if events had followed the familiar 
historical pattern, and if the experiment with Socialism had 
been finally abandoned as abortive at the time of the New Econo- 
mic Policy. The benefits which will accrue to the Russian people 
during the next decade can hardly compensate for the years 
since the Revolution when objective and subjective conditions 
of life have been comparable with the days of Ivan the Terrible 
or Tartar raids. 

(4) Millions of the population are seriously under-nourished. 
The Government has not hesitated to safeguard the standard 
of living of the workers in the largest cities at the expense of all 
the other classes. The Party is determined that the Revolution 
shall not perish even if a few peasants starve. 

(5) Militant hatred has become perhaps the most prominent 
characteristic of Russian communism. 

(6) The Communists never attempted to conceal the fact 
that Soviet Government was a dictatorship not only in respect 
of the overthrown capitalistic classes but in respect of the 
peasantry as well. 

(7) The total number of persons of working age in the Soviet 
Union in 1929 amounted to 84,451,000; the proletarian element 
comprises only about 11 per cent. of the total. 

(8) It is almost certain that even if collectivisation is success- 
ful, the domination of the rural proletariat by the urban prole- 
tariat will continue for some time. 

(9) When peasants were asked the question whether they 
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ate more food than before the Revolution, they invariably treated 
the query with bitter amusement. 

(10) The more peasants who could be classed as kulaki, the 
more property there would be to expropriate for the kolkhoz, or 
to pillage, if the central authorities could be evaded. 

(11) Certainly the kolkhoz is not a co-operative farm in the 
meaning of co-operation which is understood in the Western 
world. 

(12) The writer believes that the kulak danger was largely an 
imaginary one. 

(13) Peasant insurrections flared up all over the Union. In 
general these revolts occurred in districts inhabited by national 
minorities, but the revolts were not confined wholly to those 
districts. Isolated assassinations of workers who had gone out 
to manage the collective farms were numerous. The most 
appalling stories of torture and mutilation of these workers were 
spread by word of mouth, for the Government rarely permitted 
news to appear in the Press. Probably the greater part of the 
labourers in Soviet Russia do not feel that they are deprived of 
freedom in any way. 

(14) One rarely sees a smile or hears a laugh. Partly this 
is due to the food shortage which makes life so hard in the Soviet 
Union at the present time. 

(15) Life is so bitter and so oppressive that one feels as though 
passing from darkness to light when one crosses the Soviet frontier. 

(16) If it were possible to put the matter to a free vote, the 
writer is convinced that at the present moment the majority 
of the population would vote in favour of a return of the old 
Tsarist regime. 

(17) Never in history have the mind and spirit of man been 
so robbed of freedom and dignity. It is not merely that academic 
freedom, freedom of speech, freedom of the Press, and freedom 
of thought are forbidden; men must publicly deny their real 
thoughts and feelings. 

(18) The Party has no more use for industrial democracy 
than has the capitalist. As a matter of fact, union officials were 
held morally responsible for the fulfilment of the planned problem 
of industry, almost to the same extent as the management. 
Since the Communist Party constitutes the leadership of the 
dictatorship of the proletariat, it is considered logical that it 
should dominate the labour unions. Trade-union membership 
is practically equivalent to citizenship. The Communist Party 
dominates the trade unions just as it dominates the Soviet Govern- 
ment. Involuntary deductions from wages became so scandalous 
that, in March 1930, an order was issued forbidding the deduction 
of more than one-half month’s wage per year for subscriptions 
to loans. The amount of monetary wage became of less im- 
portance than the amount of monthly rations. 


The final balance between the statements quoted above is 
not likely to be obtained. Nor has one the impression that the 
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author himself has been able to adjust the accounts. It seems 
perfectly clear that the problems involved transcend a purely eco- 
nomic approach. Having no data whatever to make an economic 
estimate, lacking a free access to the significant realities, the 
economist is forced to have recourse to a contemplative attitude 
towards a mass of incoherent symptoms. Besides a few con- 
versations with German settlers eager to escape from the Soviet 
Union and a few remarks by American technical advisers, em- 
ployed by the Soviet Government, there is very little in the 
laborious investigation which reflects the human element in 
The Economic Life of Soviet Russia. Of the ‘‘ harassed and 
haggard-appearing’”’ men who impersonate Communism in 
Russia one does not perceive even the shadow. Indeed, little 
else was to be hoped for, since the country is an entrenched camp, 
closed to the non-party man. 

The attitude towards the outside world is briefly sketched 
in such sentences as the following :—‘‘ Assuredly the Soviet 
Government will spare no pains in its determination to injure 
British trade.”’ ‘‘The Soviet Government considers that the 
British Empire is the centre of the colonial system of the whole 
capitalistic world.” ‘‘ Once the British Empire is defeated on 
the colonial front, the entire facade of European capitalistic 
dominion of the backward countries must collapse. . . . The 
Soviet Government is therefore determined that the British 
manufacturer shall be subjected to maximum pressure in Persia, 
Afghanistan, Chinese Turkestan and Mongolia. . . . Goods are 
sold far below the cost of production.” ‘For a long time there 
will be profitable contracts to be had by foreign concerns in 
Russia. But a permanent and well-ordered trade of the ordinary 
sort is impossible.” ‘‘ The capitalists who do business with the 
Soviet Union might well remember that to the Party, which is 
more than the Government in Russia, they are as truly enemies 
of society as the Russian bourgeoisie, and that if conditions were 
favourable they would be treated ruthlessly.” ‘‘It is possible 
that the fanaticism of the Party will entangle the Soviet Union 
in foreign wars for the purpose of furthering the World Revolu- 
tion. This is bound to happen whenever the Soviet economic 
system has been placed on a successful and stabilised basis.”’ 

We have seen that the author has in view possibilities, some 
vast, some more narrow and definite. He evidently has the 
feeling that he has gained an esoteric acquaintance with the 
Bolshevist world. While heterodox Communists, like Trotsky, 
feel very uncertain, has the outsider, with a few working hypo- 
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theses about the Russians as an Asiatic people, sufficient ground 
under his feet? A happy guess is, after all, the only possibility 
for such observers, however great their achievements may be in 
other fields. The economist is not in a more favourable con- 
dition than the Russells, Wells, or Shaws. A small instance 
will suffice to illustrate what is meant. “The trend of events 
in the Soviet Union is distinctly in the direction of greater equality 
in wages.”” The trend of events perhaps, but certainly not the 
measures directed toward speeding up work. The transport 
manifesto of December, signed on behalf of the Party by Stalin 
jointly with the Chairman of the Soviet of the People’s Com- 
missars in December 1930, has been in the opposite direction. 
The same must be said of Stalin’s ‘‘ new methods.”’ 

The distinct contribution made by Professor Hoover has 
been generally recognised, and is not disputed here. The limita- 
tions of the book are certainly not conditioned by the author, 
but by the conditions of secrecy obtaining in the laboratary of 


the new social order. 
A. MEYENDORFF 


The Dynamics of Industrial Combination. By H. A. MarquanpD, 
M.A. (Longmans, Green & Co., Ltd. 1931. Pp. viii + 206. 
12s. 6d. net.) 


Tue Professor of Industrial Relations at Cardiff has produced 
a valuable book close-packed with information, a book difficult 
to summarise without incurring the risk of producing a mere 
string of generalities, which would give quite a wrong impression 
of a valuable piece of work. Nevertheless the attempt must be 
made, with the advertisement that all Professor Marquand’s con- 
clusions here given in brief are fully supported by adequate 
quotation of facts. In his treatment of the subject he has prac- 
tically confined himself to the United Kingdom and the United 
States, pleading that “ the rationalisation movement in Germany 
has already received much attention from writers in English ” 
(p. 13). The excuse is scarcely valid, considering that business 
evolution in the United States cannot be said to have proceeded 
in silence, and one would have wished that he had taken the 
opportunity of comparing closely the varying German and 
American methods. 

In two brief chapters Professor Marquand tries to assess the 
importance of the combination movement in British and American 
industry. Loose associations have long tried to limit competition 
in Britain and have led the way to consolidations aiming at inde- 
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pendence of the market, and to-day depression of trade has shown 
the need for rationalisation by the building-up of large-scale indus- 
trial units, through consolidation or otherwise. Development has 
gone further in the United States, where now a change in the 
character of competition has been brought about. ‘“‘ A general 
desire for stability; a sentiment against the spoiling of markets; 
the existence of ‘ goodwill’ appertaining to particular firms which 
persists even when their prices are high: the potential ability of 
the more efficient constituents in an industry to undercut dras- 
tically the less powerful; informal ‘ gentlemen’s agreements ’ and 
understandings; all these influences have operated to check the 
competition of producers on the same plane within a particular 
industry ” (p. 19). There still remains a competition in “ facili- 
ties’ or “service,” and a new competition between industries 
is developing as is manifested in the various “ slogans ” of “‘ Eat 
more Fruit,” ‘‘ Drink more Milk,” ‘“‘ Eat more Meat,” etc. Ruth- 
less elimination of rivals is no longer a policy with the great trusts, 
and, consequently, “ the danger of monopoly has been shown to 
be less menacing than was feared” (p. 25). 

The chief motives leading to the formation of combinations 
may be classified as “ technological and administrative; com- 
mercial or strategic; financial; and personal” (p. 29). The 
first two classes have been abundantly discussed and need not 
detain us here. Desire to escape from ruinous competition or to 
exploit a favourable market condition has been the chief motive 
in the formation of terminable associations. When these failed, 
as they did periodically, the natural sequel was the combination 
of firms on the same plane of production—the “ horizontal com- 
bine ”—but such a union “forced by its nature to attain a 
monopoly position if it is to secure the full economies of large- 
scale operation ... quickly incurs the active hostility of public 
opinion and even of the law” (p. 39). Recent developments in 
this country may lead our author to a modification of this opinion 
and, perhaps, to some weakening of his belief in the “ vertical ” 
or integrated combine. To hold that “the differentiation of 
function and then the integration of parts into a co-ordinated 
whole is the key to industrial as to biological evolution ” (p. 41) 
is too facile a generalisation. Still, the elimination of insecurity, 
the rationalisation of management, the utilisation of raw materials, 
the saving of by-products are important advantages of the large 
integrated concern, but Professor Marquand after an interesting 
description of some large businesses comes to no uniform con- 
clusion covering all possible cases. This is wise, for there are 
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human limits to the size of business that may be brought under 
one control. 

When several businesses have to be unified under one control 
the “‘ public ” has in the end to be brought in either to provide 
additional capital or to supply the funds with which to pay off 
the personal interests which it is not desired to retain. To bring 
together the private investors and the vendors of businesses is 
the function of the company promoter. His technical services 
are always necessary, but in the American history of combinations 
he appears generally as an efficient cause of mergers and not as 
a mere financial agent. The only effective way of valuing the 
sale value of a business is, as Professor Marquand shows, to take 
its worth as a going concern. ‘“‘ But the basing of capitalisation 
upon present earning capacity is one thing; calculating it by 
reference to estimated future earning capacity is another. Yet 
this is precisely what the creators of the great combinations, 
especially in the United States, set out todo. The steady expan- 
sion of industry and population in the United States induced 
throughout the country a spirit of optimism concerning the future 
of its business undertakings of which financial interests were 
quick to take advantage’ (p. 80). It might have been made 
more clear that in this country the profits of promotion were 
fairly modest, but in the United States they were huge. There 
was a great boom in trust promotion, and the shearers and the 
sheep alike flocked gleefully to the shearing. The new managers 
were, as Veblen has pointed out, mainly interested in the ‘‘ vendi- 
bility of the corporate capital’ so that they might realise their 
profit, and bad financial policy frequently led to collapse. Some 
directorates, however, put the business profits back into the 
business and gradually squeezed the ‘‘ water ”’ out of their capital ; 
the United States Steel Corporation, for example, put 900 million 
dollars back into the business and wiped off 500 million dollars 
of ‘‘ water.” The issue of an undue proportion of fixed interest 
securities to the public and the reservation of a relatively small 
issue of ordinary shares solely to the vendors is not unknown in 
this country, and such a policy is a temptation to unsound finance, 
to the insufficient provision of reserves, to over-high dividend 
distribution, and, in bad times, to unwillingness to adopt “a 
courageous policy of price-cutting.”’ The following passage is 
worth pondering over :—‘‘ There is an inertia in industry dis- 
closed by recent events which writers on the principles of economics 
seem inadequately to have appreciated. The business policy of 
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banking interests which frequently hold a large share of the 
fixed-interest bearing securities of the firms in difficulties. Rather 
than cut their losses and compel a rapid liquidation and reorgan- 
isation of industry upon a technologically sound basis, these 
interests seem to prefer to maintain the status quo in the hope 
that eventually ‘ things will improve’ and a return will be made 
to the conditions of extreme optimism which prevailed when 
the now depressed concerns were capitalised. The effect of their 
reluctance is reinforced by a desire of the controllers of embar- 
rassed companies to hold on as long as may be to their seats on 
boards of directors, which bring in a certain income, even though 
no dividends be paid. In consequence, in times of depression, 
when reorganisations might assist industry to recover, they tend 
to be postponed ”’ (pp. 97-8). Chapter IX contains some examples 
of the reorganisations which have had to follow on the foolish 
amalgamations and recapitalisations which took place during and 
immediately after the War when business men and their bankers 
acted as if they thought inflated values would continue for ever. 
What The Times said of Vickers’ and Armstrong’s—that “they 
expanded spasmodically without sufficient correlation and 
internal organisation ’’—might have been said of many others. 
Professor Marquand’s conclusion is that “the desire for 
immediate pecuniary gain on the part of financial interests has 
been and still is a leading and often a dominant motive in the 
formation of combinations. These pecuniary motives frequently 
act to distort the character of a combination and to impair its 
prospects of success. They may lead to the amalgamation of 
units of little efficiency or of widely unrelated type, and to the 
burdening of a new undertaking with charges which seriously 
hamper its commercial and industrial efficiency. Financial 
failure may therefore be no indication whatever of technological 
unsoundness. That amalgamations are frequently recklessly 
capitalised is no argument against them as such. . . . The success 
or failure of a combine ultimately will depend upon two factors— 
upon the degree to which it is a rationalised structure, whose 
parts fit successfully into one another in harmony, and upon the 
ability and judgment of those who control it. And of these, 
managerial ability and far-sightedness is probably the more 
important” (p. 114). ‘The profits of financial manipulation 
must be invested in industry. Financial interests which have 
once assisted in the promotion of some great combination and 
. have reaped thereby large gains naturally require little per- 
suasion to use those gains to undertake still further promotions, 
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with the prospect of still larger profits” (p. 117). The first 
pioneers of large-scale industry in the United States were sup- 
planted by the financiers—Morgan, Gould, Harriman, Hill, and 
the rest—men “ruthless in their methods” but “cautious in 
the extreme concerning the type of enterprise they would under- 
take. They were ready to capitalise, but they were not ready 
to sacrifice money in fostering thé new improvements and inven- 
tions. . . . The new men are no longer ruthless, they are gentle- 
manly and work almost in anonymity behind the scenes. But 
they are still as cautious as their predecessors. The interest of 
the finance-capitalist, whether for his own advantage or as the 
guardian of his clients’ investments, tends to be in stability 
rather than in enterprise”’ (p. 123). This conclusion Professor 
Marquand enforces by reference to the history of the American 
automobile industry, but one would have wished for more 
examples. The holding company is a powerful weapon of control 
in the hands of the financier, and the fact that there is a large 
body of shareholders is no obstacle to effective control being 
wielded even by a minority block. “The fundamental fact 
remains. . . . Ownership is becoming increasingly divorced from 
management. The control of business, increasingly large-scale 
in its character, is definitely in the hands of a specialised minority. 
That seems to be the logical outcome of the advantage of large- 
scale enterprise on the one hand, and joint-stock ownership on 
the other ” (p. 132). This permeation and dominance of industry 
by finance is peculiarly characteristic of the United States, but 
the association of the banks with industry is close in Germany, 
and recent events show that it is becoming closer in this country. 
Financiers, having found that steady profits from business are 
more advantageous than loot from a predatory expedition have 
settled down into making business pay. One development has 
been what is known in Germany as a Konzern, the network of 
industrial interests dominated by a Stinnes or a Morgan so inter- 
locked as to work as a harmonious whole. So far the contribution 
of such groups to the solution of the economic problem is non- 
existent, for their problems of management and succession are 
still untouched. In ordinary combinations “the financier is 
more and more, especially as his interests become widely extended, 
devoting himself to the function of general financial supervision 
and direction. He is leaving the task of detailed executive 
management to a class of industrial administrators which is 
rapidly becoming differentiated—and with whom, more than with 
financier or politician, may rest the future of industrial enterprise. 
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That very diffusion of security ownership which, we have already 
pointed out, increases the possible extent of financial control, also 
works to magnify managerial importance” (p. 139). The 
qualities and functions of the manager class next occupy Professor 
Marquand’s attention. Their business is to plan ahead, even 
years ahead, and their responsibility is great. Their recruitment 
is discussed, for it is important to secure men of initiative, and to 
retain them, both difficult in a huge concern where promotion 
tends to be slow and automatic and where, more than in Govern- 
ment Departments, routine is bound up in “red tape.’’ The 
tentative solution is in the training and certification of men by 
professional institutions, but the author would be the first to 
recognise that much thought on this problem is necessary. To 
secure the interest of the managing staff, profit-sharing is recom- 
mended and an interesting American plan is described on p. 159. 
Some attention is given by Professor Marquand to some managerial 
problems, among them the “ wastes of management.” “In 
Great Britain one reflects sometimes that the attention of certain 
persons who continually advocate longer working hours for other 
people might be better directed to the evils of the long week-end 
than to those of the seven-hour day ” (p. 163). If the business 
man objects to this as a dictum of a mere economist, he may be 
reminded that Mr. Baldwin in a speech at Welbeck Abbey on 
June 1, 1925, got perilously near the expression of similar views. 
Another quotation may be made: ‘ Not internal cost-accounting 
alone, but the intelligent use of trade-statistics are inadequately 
appreciated by business men, particularly in Great Britain ” 
(p. 164). One is tempted to go on quoting, but we must confine 
ourselves to one more, and that lest it may be thought that the 
author thinks that finance will achieve the final reconstruction of 
industry :—‘‘ Industrial development is still going forward, and 
there is work of pioneering still to be done. As we have seen, 
this is a task of which finance-capital fights shy. It is only when 
an industry has settled down that it steps in. A final integration 
of industries through finance would therefore seem to be impos- 
sible ’’ (p. 136). We must all thank the author for this excellent 
book. Henry W. Macrosty 


The Economic War. By Tur Hon. Gzorce Pret. (London: 
Macmillan & Co., Ltd. 1930. Pp. vii+ 284. 10s. 6d.) 


CapiraLisM has not too many apologists to-day, and Mr. 
Peel’s defence makes interesting reading. It was the capitalists’ 
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misfortune that the major part of the Industrial Revolution 
coincided with the Napoleonic Wars: while capital was breeding 
plenty, war was breeding scarcity and capitalism was saddled 
with the blame. In fact ‘“‘ capital has secured a fourfold growth 
of prosperity between 1800 and to-day,” and has “ financed an 
immense increase in life.” Foreign investment has provided us 
with raw materials and markets; and finally has ‘“‘ furnished a 
current distribution of the proceeds of industry which is not 
unfair.” Mr. Peel would “like Labour to have much more,” 
but where is it to come from? He reckons that capital is getting 
to-day a net return of 6 per cent. (the figure given as £100,000 on 
p. 85 is obviously a misprint for £100 million), and suggests 
that this is not an unreasonable figure. 

The strife between Capital and Labour is, in the writer’s 
opinion, almost a thing of the past. The sympathetic attitude 
of economists from Jevons onwards, the increasing tendency to 
redistribute wealth by means of taxation and te redress the 
balance between rich and poor by means of the social services, 
and finally the consolidated victories of Trade Unionism have 
transformed the whole situation. The gospel of the “ national- 
isation of all the instruments of production, distribution and 
exchange ” has lost its appeal. Mr. Peel states with confidence, 
perhaps with over-confidence, that after the “altogether dis- 
astrous experience of what state-ownership involved during the 
war, the workers will not be persuaded to submit themselves 
again to that yoke.” 

Labour has tamed Capital, and the scene of the economic 
war has shifted. Labour now fights labour: the workers of 
Great Britain are at issue with the poorly-paid workers of the 
Continent and the exploited labourer of the East. In short, 
Capital and Labour at home are jointly fighting Labour abroad. 
Here again it seems that Mr. Peel is a little over-sanguine. It 
may be true that Capital and Labour are for the moment making 
common cause against a common danger, but Labour abroad 
will always get the sympathy of Labour at home, and what our 
leaders will advocate is international solidarity, not the ruthless 
suppression of the foreign competitor. 

What form shall Britain’s campaign take in the new economic 
war? Three factors threaten our export trade and therefore 
our national industries : over-production, under-consumption and 
tariffs. The first we cannot prevent: the twentieth century 
over-produces machinery as the nineteenth over-produced man. 
Under-consumption could be countered by foreign investment, 
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which would help poorer nations to become our customers, but 
the capital available for the purpose has diminished from a pre- 
war figure of £150 million to £100 million. And a tariff could do 
nothing but damage to our export trade. 

And then we find that Mr. Peel is after all an optimist, for 
the world is still progressing, and we are still the greatest export- 
ing country of manufactured goods. In 1929 we exported goods 
to the value of £12 15s. 1d. per head of the population, while the 
figure for Germany, our greatest competitor, was no more than 
£7 10s. 6d. British goods continue to enjoy a reputation for 
quality, and our manufacturers are still renowned for solidity 
and integrity. But manufactures and salesmanship alike need 
reconditioning, and it is precisely because so much remains to be 
done that we need not give way to discouragement. 

Mr. Peel finds in the organisation of our Money Market a 
very satisfactory proof of the vitality and initiative of the City 
of London. “ Here is a rationalised industry ” which even in 
the black year 1929 “ earned a net invisible revenue” of about 
£65 million. The industry is not proof against all dangers: 
*“‘ divorce of the pound sterling from parity would have proved 
sooner or later disastrous to the discount market and the whole 
financial market of London.” This danger fortunately was 
“exorcised in 1925.” Mr. Peel would seem to have forgotten 
that only thirty-seven pages earlier he blamed the premature 
restoration of the gold standard for most of the ills of our export 
trade. 

When we have reconstructed our industries we shall certainly 
gain the victory in the economic war, but victory is not enough. 
We would not condemn our rivals to unemployment or reduced 
standards of living. ‘“ Britain seeks, far otherwise, the pros- 
perity of all. Her industrial watchword is association, not 
ascendancy, and she must point the way to the economic co- 
ordination of the world.” A great ideal, but certainly another 

story which we hope Mr. Peel may at some future time give us 


in another volume. 
H. REYNARD 


Economic Disarmament. By J. H. Ricuarpson, M.A. (Cam- 
bridge), Ph.D. (London). (London: Allen and Unwin. 
1931. Pp. 224. 7s. 6d.) 


Art first glance it seems paradoxical that the third and fourth 
decades of the twentieth century should be a period of acute 
economic antagonism between nations, for we are now equipped 
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with a machinery for minimising conflicts unparalleled in the 
previous history of the world. But while, on the one hand, 
continuous efforts are being made to perpetuate peace by means 
of international co-operation, on the other, the forces of national- 
ism have been operating as strongly as at any previous period. 
This situation is, however, not hard to explain, for the treaties 
which concluded the ‘‘ war to end war” were such that, while 
setting up machinery for international co-operation they simul- 
taneously created conditions which would inevitably cause acute 
international friction in later years. The creation of new States 
in most cases where there was no economic justification for the 
drawing of new frontiers, and the attempt to enforce the economic 
subjection of the conquered nations, were alone influences quite 
sufficient to ensure decades of conflict and accentuated nationalism. 
Hence, while the machinery for co-operation is greater than ever 
before, conflict continues, and while politically at peace nations 
are economically at war. 
Economic war may take many forms. Firstly, there is the 
effort of countries to become independent of each other, leading 
to the exclusion of foreign goods by means of legislation, by 
prohibitions or tariffs, or to the direct encouragement by other 
means of certain industries whose products could be more cheaply 
imported from abroad. Secondly, the converse of this, there is 
the attempt of some countries to force their own products into 
the markets of others, which may be effected by means of sub- 
sidies, special financial or transport facilities, the encouragement 
of “‘ dumping,” or, finally, by tolerating continued discrepancies 
in costs between export industries and industries producing for 
the home market only. Thirdly, there are financial weapons, 
the refusal by strong nations to lend to those who are in need, 
or the imposition of political control as the basis for loans. Again, 
there is the attempt by many countries to colonise by means of 
capital investment. In this connection the problems raised by 
the phenomenon of Reparations are of considerable significance. 
Fourthly, there is the monetary factor, which, since the almost 
universal abandonment of the traditional gold standard during 
the war, has been a means of aggression in the hands of certain 
countries, whether utilised or not. Besides these various weapons 
more or less under the control of governments, there are also 
private weapons which are of importance. The free play of 
competition has led to desperate price-cutting, often at the expense 
of the wage-earners in all the countries concerned, and, in place 
of increased efficiency, small groups have obtained monopolistic 
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powers as a means of survival at the expense of the rest of the 
world. All these causes of conflict exist to-day in one form or 
another, and at the same time attempts are being made, if not 
entirely to eliminate the conflicts, to eliminate the more dangerous 
forms of aggression. 

Professor Richardson does not attempt ‘‘ to advance new 
solutions for the consideration of experts, but rather to bring 
together for the convenience of readers with a general interest 
in the development of international relations some of the chief 
proposals which are now under discussion, and which will demand 
attention in the years ahead. The discussion is limited to a few 
only of the problems which involve conflict and injury from iso- 
lated action, whether by the state or by private organisations. 
The problems are, however, typical and fundamental” (p. 9). 
Of these problems Professor Richardson deals most fully with 
the subject of tariffs, to which, after a short introductory chapter, 
Chapters IT, III and IV are devoted, Chapter III being concerned 
with the present situation of Great Britain. The growth of 
international co-operation on the part of producers is next con- 
sidered, attention being drawn to the disadvantages of both 
cut-throat competition and monopolistic control, but with a 
more favourable attitude towards the latter than the former as 
a means of solving the main problems of the present time. Chap- 
ter VI is concerned with the international regulation of con- 
ditions of labour, mainly with regard to the effects of varying 
standards of life on costs and competitive power, and in the 
following chapter the subject of ‘‘ Monetary Stability” is 
thoroughly surveyed. Financial methods of aggression and 
financial disarmament are, unfortunately, not considered, but 
their omission from such a book as this is amply justified by the 
great breadth of the subject. 

At the present time there is a considerable demand, on the 
part of those who take an intelligent interest in international 
affairs but who are in no way specialists, for information con- 
cerning the present trend of events and ideas in this sphere. For 
them this book is an admirable introduction to the four main 
topics with which it deals. Not only are the facts pleasantly 
presented, but where conflicts of opinion on practical solutions 
exist, the main differences have been most ably summarised. 
On the other hand, for the professional economist the book is 
not likely to be of great use, except for reference on certain particu- 
lar matters of fact, since he is likely already to be acquainted 
with most of the topics considered. 
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In one or two cases it may be suggested that the writer has 
perhaps written too much for the general reader and neglected 
important opportunities for clearing up theoretical difficulties. 
One particular case may be noted. Differences in labour costs 
in different countries, according to the pure theory of international 
trade, only affect the competitive power of the countries con- 
cerned in the long run in so far as they are different for different 
industries, other things being equal, and are not effective if the 
differences between the costs in various industries are the same 
in all the countries considered. Thus, all-round differences in 
labour costs, due to differences in the standard of living, will not 
in the long run affect the competition between the countries 
considered. On the other hand, the view is frequently expressed 
that countries with low labour costs all round have an advantage 
over countries with generally high labour costs. In writing ‘on 
this subject Professor Richardson does not make it at all clear 
which view he accepts, nor even that the controversy exists, 
and appears to believe that both views may be valid. It is 
regrettable that some further consideration was not given to 
this question. The difference of opinion is probably only one . 
of many depending on the fact that in the particular cases con- 
sidered the assumptions underlying orthodox doctrine are not 
all valid. Other things, probably, are not all equal; and it 
would surely be profitable that one who has had contact with 
both the theoretical and practical aspects of the subject should 
enlighten us as to what these things are. It is perhaps unfair 
to criticise the book because such considerations were omitted, 
for they are certainly mainly of academic significance, though 
not entirely, and, on the other hand, it seems regrettable that 
such an opportunity should have been missed. 

Such criticisms as the above are bound to be made whenever 
a specialist writes for the general reader and has to set a limit 
somewhere to the consideration of difficult theoretical problems. 
It should therefore be stated, as against this criticism, that it is 
hard to imagine a book dealing with such a subject which, in the 
space employed, gave a less thorough and clear exposition of the 
fundamentals of the questions considered. The general literature 
on the economic aspects of international relations still consists 
mainly of official reports, fat volumes of facts, and theoretical 
treatises; the present volume is a compromise, but a compromise 


which admirably fulfils its purpose. 
P. A. Stoan 
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Markets of London. By C. Maveuam. (Pitman: Pp. 208: 6s.) 
The Commodity Markets. (Swiss Bank Corporation: 38 pp.) 


Mr. Mavauaw’s book is a valuable work of reference, dealing 
both historically and technically with each of the commodity 
markets, as well as with the insurance and freight markets. Far 
from being a bare summary, it is attractively written, and is a 
useful addition to a student’s library. The pamphlet of the 
Swiss Corporation is a helpful supplement, especially on technical 
matters of operation. 


Theories of Population from Raleigh to Arthur Young. By Jamzs 
Bonar, M.A., LL.D., F.B.A. (London: George Allen and 
Unwin, Ltd. 1931. Pp. 253. 10s. 6d. net.) 


Tuis book is made up of six lectures delivered at University 
College, London, in the spring of 1929 under the Newmarch 
Foundation, together with two additional lectures and a “ retro- 
spect.” Abundant references to authorities are provided in the 
notes appended to each chapter. Dr. Bonar pleads the example 
of Newmarch himself in deciding to ‘‘ take up a statistical subject 
on its less severe side,” and describes Statistics as “‘ a Two-headed 
Janus, with one face turned to the Higher Mathematics, the 
other to the humbler Economics” (p. 14). Here one would 
venture on a mild quarrel with the author, for surely Economics 
demands no less severe a discipline than Mathematics and requires 
an analysis at least as keen. And when Statistics has availed 
herself of the aid of Mathematics to reveal all the hidden relations 
between her numerical data, it still remains for Economics to 
discover all the other data pertinent to the particular subject, to 
associate them with the numerical data, to explore the sequences 
in time and the relations of cause and effect, to attempt an 
explanation of the phenomena under consideration, and to fore- 
cast developments of improvement or decay. No doubt Dr. 
Bonar, speaking in the Galtonian Laboratory, felt it proper to 
do homage to the genius loci, but one is sure that he would not 
object to this gloss on his words ! 

“Tf,” says Dr. Bonar, “we ventured to generalise at all 
about the two centuries to which our study is confined, we might 
say that the problem of population was to the seventeenth 
century a problem of room, to the eighteenth of food; and we 
now take it (provisionally) as a problem of the standard of living, 
involving the other two essentials, but including the larger con- 
ditions of civilised life. Such generalising is not quite fair to the 
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theorists. It suggests that they could only think of one element 
at a time” (p. 36). To this summary one may add a passage 
from p. 220, which might well have come earlier: “‘ Like political 
economy itself, the theory of Population is no mere announce- 
ment of formulas. It is the critical judgment passed upon various 
concurring (or conflicting) elements and tendencies.””’ We begin, 
then, with a period when “there was no political economy, but 
there was a plenty of economic ideas and hints; there was no 
demography, but there were some demographic ideas and hints ” 
(p. 37). Raleigh perceived the natural tendency of population 
to increase despite checks, and seems to have had some notion 
that the struggle for existence might produce variation in type. 
Bacon scattered a few hints on the ideal State and on Planta- 
tions. Hobbes expounded the natural state of war and defended 
autocracy as the safeguard against anarchy. Harrington in turn 
founded security on property and related wealth to increase of 
population and to division of function between the country and 
the city. These were the forerunners. Demography began with 
John Graunt, that man of an “excellent working head,” as 
Anthony Wood said, who in 1662 published his Natural and 
Political Observations mentioned in a following Index and made 
upon the Bills of Mortality for London. His critical examination 
of the records of deaths and their causes anticipated much that 
is common practice to-day. The study of population problems 
was continued by William Petty, whose fertile ingenuity amounted 
to genius. He was a pioneer in economics and statistics, and, 
though hampered in all his work by the lack of a census of 
population, he was masterly in drawing, or guessing at, probable 
conclusions from very incomplete data. Gregory King (1696) 
had attempted a calculation of the number of the people, but his 
work was very little known. Halley, the astronomer, in 1693 
compiled “ the first full-formed Life Table ’’ based on the tables 
of births and deaths in the city of Breslau. Susslich, the father 
of German demography and an admirer of Graunt, grasped the 
principle of large numbers, and in his The Divine Order in the 
Changes of the Human Race shown by its Birth, Death, and Pro- 
pagation (1741) began the application of those principles; he 
believed also that population needed direct encouragement up to 
the point when scarcity of food would stop marriages. 

There was a fairly widespread opinion among the learned in 
the eighteenth century that the world was verging on old age 
and that it was much more populous in the times of antiquity. 
David Hume, in an essay on The Populousness of Ancient Nations, 
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brilliantly controverted such views, though naturally making 
little use of vital statistics. This work is, as Dr. Bonar says, 
“on the borderland between Economics and History. The econo- 
mist is advising the historian on the limits of historical credibility ” 
(p. 174). The dispute is chiefly memorable in that it familiarised 
the thinking public with the idea that for more practicable pur- 
poses than solving such erudite problems a census of population 
was desirable. In 1753 the House of Lords threw out a bill for 
a census lest it should be made a basis for increased taxation, 
but in 1755 Alexander Webster, with the assistance of the minis- 
ters of parishes, took a voluntary census of Scotland, which, 
though full of computations and assumptions, deserves honour- 
able mention. Richard Price, writing in 1769 and 1780, revived 
the bugbear of a declining population, basing his views largely 
on estimates of the number of houses, but adding other economic 
reasons. His entrance into vital statistics was due to his concern 
for badly managed insurance societies; that led him to consider 
means for alleviating the burden of the National Debt; and that, 
in turn, raised the problem of the ability of the population to 
bear the burden. ‘To the politicians he left the legacy of an 
inviolable Sinking Fund, to the actuaries he left the Northampton 
Life Table, which they find a delusion and a snare. He left 
nothing perfect, but his very mistakes have helped us towards 
perfection ” (p. 207). Last in Dr. Bonar’s list comes Arthur 
Young, whom Malthus reckoned “‘ among those who prepared 
the ground for his theory of Population ” (p. 221). Young was, 
and prided himself on being, a practical man rather than a 
theorist. ‘‘I have been too long a farmer,” he wrote in 1793, 
“to be governed by anything but events,” a view of himself 
which was probably exaggerated. But, as Dr. Bonar writes: 
*“ Among the elements entering into a theory of Population the 
material forces of production must find a place, whether for 
agricultural production or manufacturing, and account must be 
taken of both in general economic theory ” (pp. 220-21). It is 
here that Young’s work came in, for his principle was “ that 
population is proportioned to employment,” and in his own sphere 
of agriculture he held that good husbandry and the largest 
possible production from the land were the prime desiderata, 
irrespective of what happened to the agricultural population. 
Agriculture flourished with increase of the general wealth. He 
took a decided stand against Richard Price, but his “ best service 
to the settlement of the question lay in his constant pleading for 
a Census ”’ (p. 232). 
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Here we have selected for brief comment some of the chief 
figures that move through Dr. Bonar’s pages; space does not 
permit even the enumeration of the many others of whom he 
recounts the services as they helped to build the courts of Demo- 
graphy. And it is not to be supposed that he has furnished just 
a dry book of the chronicles of how one man intellectually begat 
another and so added his share to the growth of ideas. The 
main theme is embroidered with personal details, with friendly 
tolerant accounts of the foibles of his subjects, and even their 
errors are exposed with tenderness. Not only is the book useful 


as a piece of economic history, it is a wise and gracious book. 
Henry W. Macrosty 


Types of Economic Theory. By OTuMAR SpANN: translated by 
Epren and Crpar (London: George Allen and 
Unwin. 10s. 6d.) 

TuE first edition of this book of Dr. Spann’s appéared it 1919, 
and the present volume is a translation from the nineteenth 
German edition, which is a reprint from the revised sixteenth 
edition issued in 1926. 

“Types of Economic Theory ” is not at first sight a reassuring 
or inviting title. It suggests a possible divorcement of theories 
from their historical setting, with a label unrelentingly attached, 
or a review of theories in their setting which will inevitably blur 
the distinction as to type. Dr. Spann avoids these dangers, and 
this is in no small measure due to the fact that he approaches his 
review of theory with a very definite standpoint of his own— 
a standpoint which is essentially both philosophical and historical 
in nature. If the impartiality of this method of approach be 
called in question, Dr. Spann replies, “‘ The notion that one who 
is perfectly ‘impartial’ has also a standpoint reminds one of an 
attempt to breathe ina vacuum. Essentially this notion is a form 
of relativism. Of course the various systems must be considered 
without prejudice. Each must be contemplated from its own 
angle, and must not be looked at through the spectacles of another 
system. But that towards which the great interconnection of 
the systems points—therein is inherent the higher system which 
must supply the standpoint of the historiographer ”’ (p. 21). 

The book, as this quotation rather leads one to expect, is not 
a book for beginners, but primarily for those who have a first-hand 
knowledge of writers of different schools of thought, and who 
can oppose criticism by criticism. For this there is no lack of 
opportunity, and in it lies the great value of the book. The 
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method of treatment adopted is an exposition and criticism of 
economic doctrine from mercantilism to the present day, and 
naturally (which increases its value for English readers) very 
much from the German standpoint. The treatment is lively, 
acute and provocative, and exploded theories are re-exploded 
with an attractive and enviable gusto. But, on the other hand, 
it must be said that certain predispositions of the author’s mind 
or a lack of sympathy manifest themselves at times in a less 
pleasing manner. The “ positivists,” for example, are dismissed 
as ‘narrow-minded charlatans who still flourish among us” 
(p. 234), while the tone of reply to criticism (p. 284) is even more 
remote from sweetness and light. 

Dr. Spann’s standpoint is derived from Adam Miller, and is 
given in this English translation the somewhat forbidding name of 
“universalism.” This “ universalism” is based on the Aristo- 
telian dicta that ‘‘ man is a political animal,”’ and that ‘“ good ” 
means good for something. From these two premisses it follows 
that all human action, and therefore all economic action, is social 
and purposive, and not individualistic and hedonistic. Applying 
this principle economic theories are of three types: (1) the indi- 
vidualistic type, the classical theory, which includes what is com- 
monly regarded as socialism; (2) the descriptive type, historical 
and institutional; (3) the universalistic type, which is reflected 
in the medieval “just price” and in all theories in which the 
State or nation as a unit is conceived to have precedence over the 
individual. 

The precise metaphysical degree of this precedence need not 
here be raised, but Dr. Spann evidently inclines to the more 
extreme Hegelian view that “ the State is a more or less concrete 
entity, a super-individual organism ”’ (p. 63). 

Be that as it may, however, his classification is both valid and 
suggestive, and raises a question which requires to be answered. 
The utilitarian or hedonistic philosophy on which the theories of 
the classical school of political economy are implicitly based has 
long ago been discarded in the main in ethical and political theory. 
Since from the point of view of theory it is Dr. Spann’s first 
and third type with which we are really concerned, the important 
question is therefore: What difference would the more explicit 
recognition of the Aristotelian standpoint make to economic 
theory as usually understood and to the formulation of the theory 
of value in particular? This depends on how far what may be 
called “classical theory ” is in fact related (1) to a hedonistic 
basis, (2) to any particular ethical basis. On these questions 
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Dr. Spann has on the whole very little to offer, either destructively 
or constructively. His criticisms of the Ricardian analysis as 
“mechanical”? and of the theory of utility as developed by 
Jevons and the Austrian School as too subjective to afford a 
principle of exchange are well known and long admitted, but they 
have a time-worn appearance when applied to the development 
of classical theory in England since Jevons’ time. It may be 
true, as Dr. Spann says, that classical theory in the hands of 
Professor Cassel ‘‘ is still talking the language of the eighteenth 
century ” (p. 278), but that is not true of classical theory in the 
hands of Marshall. Dr. Spann mentions Marshall, but he has 
evidently no real acquaintance with his work : his serious treat- 
ment of English theory stops at Jevons. He seems quite unaware 
of the transforming effect on English theory, at the hands of 


~ Marshall, of the nineteenth-century ideas of evolution and organic 


growth, or of the relation of these ideas to the development of the 
mathematical treatment. In Marshall’s hands the “ natural ” 
and ‘ mechanistic’ price of the eighteenth century becomes 
transformed into the “ normal” and “ evolutionary ”’ price, and 
economic life is presented as an organic growth or development, 
While it may be true that this ‘‘ normal ” is nevertheless hedonis- 
tically conceived, it has yet to be shown that “ purposively ” or 
eudaemonistically conceived the formulation of theory would be 
substantially altered. 

Secondly, although Dr. Spann recognises the emergence of the 
distinction between “ static” and ‘‘ dynamic ”’ with the idea of 
organic growth, he does not realise its full significance from the 
point of view of economic theory. He says, “Since there is no 
such thing as a completely immutable, a perfectly static economy, 
the differentiation is nothing more than a hypothesis which has 
practical value for methodological purposes” (p. 274). But 
“completely immutable ”’ is beside the question; essentially the 
same is the point, and, if this conception is purely “ methodo- 
logical,’ and has no relation to fact, then a science of economic 
phenomena in a state of Heraclitean flux is a manifest impos- 
sibility. Dr. Spann nevertheless deplores the lack of theory in 
German economics. 

Thirdly, in classical theory an economic statement is a hypo- 
thetical statement, and not a categorical one. It is this fact 
which may make the statement valid even if the analysis of the 
complete end towards which the economic action is directed is 
based on a mistaken or outworn philosophy. Signor Croce, like 
Dr. Spann, also regards “‘ good” or “ value” as purposive, yet 
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he concludes that “the data of economics are the practical 
activities of men in so far as they are considered as such inde- 
pendent of any moral or immoral determination.” 1 Economic 
science is thus necessarily an abstraction, but if regarded hypo- 
thetically, and not as yielding a full explanation of an action, it 
need not on that account be set aside. 

The effect of “ universalist” criticism on “ individualist ” 
economic theory is thus left somewhat obscure; nor in stating its 
more constructive aspect does Dr. Spann throw much more light 
on the matter. He says, ‘‘ According to the universalist view, 
‘economics,’ objectively considered, is an interarticulation of 
means for ends (being subjectively the estimation of means and 
the consecration of means to ends). From this outlook, all 
economic phenomena are by their very nature an interarticulated 
structure of achievements (seeing that the means achieve some- 
thing on behalf of the ends)” (p. 280). Then later, ‘“‘ Thence- 
forward the leading principle in the formation of value and of 
price is not marginal utility (though achievement in the widest 
sense is identical with utility in the widest sense), but equilibrium 
or equivalence. For price does not arise out of the encounter of 
subjective estimates of value in the market, nor yet out of the 
encounter of supply and demand (Menger, Cassel), but out of the 
relations of magnitude in the articulated structure of an economy, 
price being the expression of these relations in accordance with 
the principle of equilibrium ” (pp. 281-2). 

When reduced to theoretical principles, how would an analysis 
of this outlook really differ from that of Marshall or of Edgeworth ? 
Both Marshall and Edgeworth, perhaps Edgeworth more explicitly, 
deprecate the confusion of marginal utility as a determinant 
instead of an equivalent of value. 

At the same time, Dr. Spann’s book is suggestive and timely, 
and well worthy of serious study both from the point of view of 
theory and of practical policy. It is not to be denied that the 
remnants of utilitarian philosophy which still cling to economic 
analysis lead to a mischievous misinterpretation of causes and 
effects. In theory the search for a more objective standard has 
led to a theory of prices in which a series of tautological state- 
ments are put forward as explanations, and are actually being 
relied upon as guidance in practice. While more generally, a 
selfish interpretation of economic action condones selfishness, 
and selfishness is encouraged. Practical policy and social reform 
become consequently uneconomic, misguided and misconceived. 

1 Historical Materialism, p. 173. 
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The present attitude of mind towards private property may be 


taken as a case in point. 
M. T. RANKIN 
University of Edinburgh. 


Der Moderne Industrialismus. By Dr. HERBERT VON BECKERATH. 
(Jena: Gustav Fischer. 1930. Pp. 454.) 


Aw up-to-date account of modern industry in all its bearings 
may expect a welcome from students of economics ; when it is 
so full, business-like and well-informed as is Professor Beckerath’s 
book, its usefulness must win popularity for it. Professor 
Beckerath clearly realises the increasing industrialisation of the 
modern world ; but he is concerned not mainly with theoretic 
speculations as to its basis, but rather with a plain account of 
enterprise in it. His book is thus not devoted to economic theory, 
but is full of Descriptive Economics; and it must be said that the 
author is very well informed as to the organisation of modern 
industry in the principal countries of the world. He is at some 
pains to show that national characteristics have a profound in- 
fluence on the organisation of industry in each country. The 
German, captain of industry loves order and method, is ready to 
utilise the results of scientific research (hence the predominant 
position of Germany in those industries, e.g. the chemical, metal- 
lurgical, optical, where technical development is of supreme im- 
portance) is concerned, in a very special way to see his business 
a success, quite apart from its yield of profits. The Frenchman 
is cautious: he waits for sales to increase before he extends his 
works, and would not dream of extending his works in order to 
- expand sales. In the United States a keen interest in technical 
progress is joined to an optimistic belief in the unlimited possi- 
bilities of markets, leading to “‘ activity madness.” Professor 
Beckerath offers some interesting and instructive suggestions to 
account for each of the types. 

One of the chief problems of modern industry, according 
to Professor Beckerath, is presented by the ways and means 
adopted in industry to-day to circumvent the normal interplay of 
supply and demand. Trade associations, cartels, syndicates, 
trusts, fusions and monopolies—these organisations in industry 
are now to be found the world over, and more and more they 
dominate industrial enterprise. To this problem Professor 
Beckerath devotes a very large portion of his study, in the main 
following Liefmann. The various forms of these different sorts of 


trade associations are reviewed, and their advantages and disadvan- 
112 
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tages considered, more especially in their effect on the workers, 
Beckerath points out that high wages and a relatively short working 
week produce one set of results in those industries that have access 
to cheap money capital, and another set in those that are limited 
in their activities by scarcity of capital and high rates of interest. 
He attempts an estimate of the evil effects on consumption 
exercised by advertising ; he mentions by way of illustration 
that in many cases the cost of women’s dresses is in inverse ratio 
to the amount of material required to make them. He asserts 
that only long-period cartels are good for industry ; short-period 
cartels must, on the whole, be regarded as dangerous. If there 
is to be rationalisation in industry, it must be carried out on a 
large scale by making demand uniform in order to facilitate the 
manufacture of required commodities ; by the co-operation of 
the central banks ; and by a close study of market tendencies. 
In regard to the last named, more appears to have been done in 
Germany than elsewhere. 

The concluding section of the book surveys State regulation 
of industry and its influence in its various aspects—social services, 
transport facilities, commercial policy, especially protective 
duties, and State enterprise itself for mining, the supply of 
electric power, gas, and potash. The author is of opinion that for 
some time to come the organisation of industry on an individualistic 
basis is the only one possible for the established industrial countries. 
Their great problem will be, however, to overcome the competition 
of the growing industries in less developed countries which have a 
lower standard of comfort for their workers and possess abundant 
stores of raw materials. The author mentions Great Britain in 
particular, in this connection. But he does not venture on any 
prophecy in regard to this matter. He commits himself to 
nothing beyond this assertion—that the gradual evolution to 
Socialism of industry organised on an individualistic basis is 
unlikely. M. EpsteEIn. 


The World Economic Crisis, 1929-1931. By Entnzia. 
(Macmillan. 1931. Pp. 165. 7s. 6d.) 


In the preface to this book, addressed to “the man in the 
street,” the author tells us he is attempting to explain the 
causes of the crisis, suggesting methods of aiding recovery, 
and outlining action by which the recurrence of crises can be 


avoided. 
In view of the public for which Mr. Kinzig is writing, it is 
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unfortunate that he should have chosen to use the word “ crisis ”’ 
instead of the more accurate “depression.” Certainly, at the 
time the book was written—May 1931—we had reason to con- 
gratulate ourselves on passing through a severe depression, with 
all its attendant hardships and uncertainties, without those 


' uncertainties culminating in conditions of crisis. Indeed, it is 


in the nature of a contradiction to write of The World Economic 
Crisis, 1929-1931, when a crisis must refer to some outstanding 
event, the German banking failure and those results the emer- 
gency measures were designed to avert, and not to a series of 
events, a progressive decline in production and a continuous fall 
in price levels. 

Explaining the causes of the depression, Mr. Einzig presents a 
bewildering array of disharmonies which will, no doubt, satisfy 
the man in the street that there are ample reasons for the depres- 
sion existing. But it seems likely that the mechanism of depres- 
sion will still remain a hidden mystery, and the average mail is to 
be pardoned if he still pleads he cannot understand why the slump 
came when it did. The only cause we are able to place definitely 
as an influence of 1929 is the raising of bank rates following the 
Wall Street bull movement and the withdrawal of gold to France. 
This influence, in its turn, depressed commodity prices, helping 
to bring about a bear movement and the final relapse into depres- 
sion. In so far as this is Mr. Einzig’s explanation, it differs little 
from the orthodox monetary explanation of the regression from 
business activity in a normal world-wide trade cycle. But this 
point of view Mr. Einzig distrusts, for the reason that there was 
no European boom, though we did not deny the existence of 
pre-war booms because millions of women of employable age 
were not in remunerative occupations. It is in the chapters 
where the author expounds his monetary explanation that 
he is clearest, and it is on them that he relies mainly for ex- 
plaining the existence of the depression. But in this part of his 
work, too, he assumes more scientific knowledge than the man 
in the street possesses. The connection between American 
speculation and bank rate, between bank rate and falling 
prices, between falling prices and depression is surely not so 
universally understood as to make further discussion of it with 
the man in the street unnecessary. The factors in the de- 
pression—the falling off of investment, the prevalence of 
dumping, the ‘“ under-consumption ”’ of agricultural countries— 
which have the most obvious connection with business prosperity, 
and the importance of which is, therefore, most easily under- 
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stood, do not seem to be so much causes of the depression as 
reasons for its accentuation and incidence. 

The latter half of the book is concerned with suggesting 
alleviations of the present position. Thus it is suggested that an 
adjustment of retail prices to the new level of wholesale prices, 
which we can look to time to bring about, must take place before 
recovery can get well under way. Other alleviations may be 
obtained more quickly by appropriate social action. Thus a 
reduction of costs may be obtainable by rationalisation, reductions 
of wages and a liquidation of frozen stocks. The State, too, can 
play its part in helping recovery. It can, by legislative measures, 
take steps to increase the confidence of investors, and, by the 
expenditure of borrowed funds, increase employment. A direct 
attack on unemployment, however, is only advocated in those 
cases in which the value of the social asset resulting is commen- 
surate with the additional burden the tax-payers are asked to 
bear. But action to aid recovery along these lines is only men- 
tioned—its importance is not exhaustively analysed, nor is there 
any attempt to surmount, or, in most cases, even to recognise, 
the practical difficulties involved. This section is full of sug- 
gestions, but the man in the street will have to provide his own 
reasons for rejecting or supporting any one of them. 

Finally, the author turns to inquire how, in the future, we can 
avoid the recurrence of acute depressions. In the main, the 
remedy suggested is the establishment of closer and more con- 
tinuous co-operation between bankers through the B.I.S., between 
producers, presumably through associations, cartels, and other 
channels for increasing the probability of a remunerative co- 
incidence of demand and supply, and between producers 
and consumers by methods not specified. This co-operation 
and the introduction of a British Five-Year Plan, Mr. Einzig 
hopes, will make possible more even progress. In a struggle 
for survival which is outlined in the last chapter, private 
enterprise, so buttressed by co-operation and laced with State 
help, is forecasted to emerge victorious over a possibly aggressive 
communism. 

There are added eleven appendices giving useful short surveys 
of the effects of depression in various countries. 

J. STAFFORD 
The University, 
Manchester. 


193! 


Edu 


Rat 


cert 
far. 
its | 
| tion 
we 
mes 
hin 
Ho 
the 
con 

he 
qu 
the 
mc 
bu 
Ed 
lar 

is 

It 
ge’ 
thi 
th 
| th 
re 
Ge 
th 
ne 
M 
ov 
he 
p 
cc 
p 


1931] BOWIE: EDUCATION FOR BUSINESS MANAGEMENT 477 


Education for Business Management. By Jamzs A. Bowtiz, M.A., 
D.Litt. (Oxford University Press, London: Humphrey 
Milford. 1930. Pp. 200. 8s. 6d. net.) 


Rationalisation. By James A. Bowtg, M.A., D.Litt. (London : 
Pitman & Sons. Pp. 36. 1s. net.) 


Dr. Bow1e has largely devoted himself to the development of 
certain sides of the problem of rationalisation which have not so 
far received very great attention, and notably to the questions of 
its limitations, dangers and conditions of success. ‘‘ Rationalisa- 
tion,’ he says, “‘is in grave danger of becoming a ‘ blessed word’ : 
we do not know in anything approaching exact terms what it 
means; practically no scientific study has so far been devoted 
to the purpose.” This is, perhaps, an over-statement, and he 
himself refers to the valuable work of Mr. L. Urwick and Mr. J. A. 
Hobson. But his attempt to explain the practical application of 
the problem and the necessary conditions of its success~ have 
considerable interest, and, apart from those subjects with which 
he deals in detail, he suggests valuable lines for further research. 

His two books taken together are concerned with three main 
questions. First, there are the general conditions necessary for 
the success of rationalisation and the dangers inherent in the 
movement, which constitute the main purpose of his shorter book, 
but are also admirably dealt with in the opening chapter of 
Education, entitled ‘‘ Business Development.” Incidentally, the 
larger book is much the better of the two, for the Rationalisation 
is less solidly argued, though often suggestive and interesting. 
It is specially valuable, for instance, on the question of bud- 
getary control, the relation of distribution to production, and 
the place of integration in the process of rationalisation. But 
the book is inferior in its grasp of general economic theory to 
the Hducation, and the latter seems sometimes to provide cor- 
rectives to the former. Here Dr. Bowie, in view in particular of 
German experience, seems far too drastic in his condemnation of 
the Cartel type of combine. He possibly over-emphasises the 
newness of the effective grouping of units, overlooking, for instance, 
Marshall’s work on the external economies of localisation. More- 
over, valuable as is his list of the fifteen wastes of Rationalisation, 
he seems unaware that some of them have been for many years 
part of the elementary theory of industrial combinations. 

Nevertheless, in both books the treatment of necessary 
conditions of rationalisation, and notably of the relations of sales, 
plant and production programmes, is suggestive; and through- 
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out he shows a good grasp of the changing conditions which have 
rendered rationalisation necessary, and of the new system that is 
consequently involved. Thus the change between nineteenth 
and twentieth century conditions is well summed up; “in the 
past, business pioneering consisted in the developments of new 
markets and lands but, with no more new lands to conquer,” it 
must take the form of expansion and improvement of existing 
markets by rationalisation and research. 

This introduces the second of Dr. Bowie’s main problems, 
namely, the place of management in the development of the 
new system. Here the growth in the size of the business unit, 
culminating in the huge rationalised unit, both creates a problem 
and in part provides its solution. For rationalisation involves an 
improved, and continually improving, standard of management, 
and increasing co-operation and co-ordination in place of the 
individuality and secretiveness of the past. For in the huge 
concerns of to-day the autocracy of the individual chief becomes 
difficult, if not impossible, and “ his task is to develop leadership 
among his colleagues, to give them opportunity to exercise it, 
and to correlate their contributions in the best kind of team work.” 
Similarly, it is argued that the central administration should 
“lay down general lines of development and call on groups of 
associated managers to fill in the outlines with well co-ordinated 
policies.” The new developments, however, in many ways 
render easier the necessary changes involved. For the tendency 
to combination itself assists to produce co-operation, and lessen 
the excessive individuality and secrecy which have in many ways 
been a defect of British business management; whilst the divorce 
of ownership and management has tended to give management a 
broader outlook. In these connections the chapters in Education 
on ‘‘ The New Responsibilities of Management ” and the ‘‘ Types 
of Leaders Needed ” are of special interest, whilst Rationalisation 
has some interesting remarks on the future relations of Labour to 
the movement. 

The final problem, which represents the main purpose of 
Education, is concerned with the development of training for 
industrial administration. Dr. Bowie strongly supports Lord 
Passfield’s view, which he quotes, of the need for “ the profession 
of a manager to develop a steadily increasing technique and a 
more specialised vocational training of its own.” He is strongly 
critical of the view that management is a matter purely of 
personality and a thing which cannot be taught. For he regards 
the vastly increased demands made by rationalisation upon 
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management as of themselves necessitating more systematic 
training, and he is strongly, possibly unduly, critical of the existing 
defects of British management. 

His main thesis is that training for industrial administration 
requires to be organised on similar lines to education for the 
medical and legal professions, and this from the standpoints both 
of education and industry. He regards it as both possible and 
desirable to provide not only technical training for management, 
but a broad general education, and he submits an interesting 
course of training and study for the purpose. But likewise, 
whilst not under-rating the value of workshop experience, and in 
particular recognising the need to leave outlets in the workshop 
for the advancement of the poor man of ability to the higher 
ranks of industry, he emphasises the necessity for systematic 
training, through Universities or special schools of business 
administration, as the main basis for providing the new class of 
managers. This should be ;iven preferably prior to the practical 
workshop experience, which he regards as vital, but as coming 
best in the later rather than the earlier stages of training. All 
will not agree with Dr. Bowie’s position, but his book is valuable 
not merely as a general argument for the course proposed, but as 
attempting to work out a definite scheme. His detailed proposals 
are often suggestive, and whilst additions or corrections may 
occur readily to the mind, his book provides an excellent basis for 
discussion and should be of real value to all who are interested in 
the subject, either as educationalists or as business men. 


N. B. DEARLE 


The Tariff History of the United States. By F. W. Taussic, 
Ph.D., etc. Eighth edition. (New York and London: G. P. 
Putnam’s Sons. 1931. Pp. xii + 536. $2.50.) 


Tuts well-known work was first published in 1888 and covered 
the period from 1789 to 1887. In successive editions it has been 
revised, enlarged, and brought up to date by the addition of 
chapters on the Tariff Acts that followed its original publication. 


This, the eighth and latest edition, contains a chapter of 38 pages 


on the tariff of 1930. Previous amending tariffs, says Prof. 
Taussig, “‘ are all explicable on the ground of some special occa- 
sion for a general revision: either an admitted need of over- 
hauling, or a party overturn, or some financial or economic 
stress. . . . Nothing of this sort can be said in explanation of 
the tariff of 1930. There had been no political overturn. . . . 
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The crisis of the autumn of 1929 did not occur until the character 
of the measure was settled.” President Hoover had called a 
special session of Congress in 1929, suggesting higher duties on 
agricultural products to help the farmers and similar assistance 
to depressed industries. A year of wrangling and compromise 
gave the farmers their increased duties, but not the export 
debenture plan which they really wanted; it also handed out 
additional favours to the manufacturers. ‘‘ Regarded as a whole,” 
says Prof. Taussig, ‘the Act of 1930 must be characterised as 
futile. The new duties on manufactured goods were mostly of a 
petty sort. . . . On the important branches of these industries 
the protective system had already been carried so far that no 
considerable further displacement of imports could be expected. 
. . . For the agricultural commodities the same general charac- 
terization applies—futility.” The Tariff Commission, as con- 
stituted under President Coolidge, ‘‘ was not such as to command 
respect either for intellectual capacity or for judicial spirit.” 
By the Act of 1930 the powers and duties of the Commission 
were left much the same, but the existing body was disbanded 
and the President was empowered to appoint new Commissioners 
at higher salaries. The outcome of the change was, when Prof. 
Taussig wrote, ‘in the lap of the gods.” 
Henry W. Macrosty 


An Economic History of Australia. By E. Suann. (Cambridge 
University Press. 1930. Pp. xiv. + 456. 18s.) 


THE economic history of Australia falls naturally into three 
periods, with the gold rushes of 1851-60 and Federation as the 
two dividing lines. 

It begins in 1788 with the first convict settlement at Port 
Jackson. The officials at home expected the settlement to 
produce at least its own food-stuffs. But the sorry band of con- 
victs could not be made to work efficiently, despite the super- 
vision of the soldiers of the New South Wales Corps. The cattle 
were lost in the Bush, the crops were negligible, and the colony 
was dependent upon imported supplies. 

It was soon discovered, however, that rum was an efficient 
incentive to work and a generally acceptable medium of exchange. 
Convicts were “ assigned ”’ to officers and free settlers, who paid 
them in rum and sold the produce to the Governor—at fixed 
prices. 

Yet it was not until the Rum Puncheon Rebellion of 1808, 
when the New South Wales Corps deposed Bligh, the last of the 
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four naval Governors, that the Colonial Office gave up its attempt 
to manage the colony on paternal lines, with public agriculture, 
Government trading, fixed prices, and a limited consumption of 
spirits. 

Under Governor Macquarie (1810-1821) it was still customary 
to pay wages in rum. George Street, between Brickfield Hill 
and Bridge Street, cost four hundred gallons. Macquarie, how- 
ever, besides embarking on an ambitious programme of roads 
and buildings, founded the Bank of New South Wales (1817). 
The notes of the Bank replaced both rum and the depreciated 
notes of private persons, and sterling became the money of 
account. 

Real progress came, of course, with the discovery that 
Australia could take the place once filled by Spain as England’s 
chief source of merino wool. The main credit for this is due to 
John McArthur, by far the most able man in the colony. From 
the first he persisted in his object of breeding for wool, and for fine 
wool, until in the ’twenties it became clear that he was right. 
Thereafter the story concerns mainly the expansion of wool- 
growing in the pasture-lands beyond the gaps which explorers 
had discovered in the Blue Mountains. Men set out into the 
unknown with flour, tea, sugar, and their flocks, and “ squatted ” 
where they found good pasture. Immigrants and capital arrived 
from England, while the shortage of labour relatively to land was 
partly met by fencing the stations, as it was met later (1884) in 
wheat-farming by McKay’s stripper-harvester. An interesting 
episode was the work of Caroline Chisholm, who helped to redress 
the balance of the sexes in the forties by settling women in the 
back country. In 1836 the ratio of males to females in New 
South Wales was 2-55 to 1; by 1851 it had fallen to 1-34 to 1. 
Then came the gold rushes, which raised the population of Vic- 
toria from 75,000 in 1850 to 538,000 in 1860 and “‘ precipitated 
Australia into nationhood.” 

The second period saw the spread of land settlement, the 
establishment of the sugar industry in Queensland, the develop- 
ment of inland transport, and the great land boom which led to the 
collapse of 1893. It saw, too, the growth of Protection in Victoria 
under the persistent advocacy of David Syme. When Syme 
bought the Melbourne Age in 1860, it was a struggling newspaper. 
He made it the greatest power in the colony. Through its 
columns he became the virtual ruler of Victoria, making and 
breaking Ministers at his will, and getting his wishes translated 
into law. Meanwhile, it is interesting to note, the mother colony 
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of New South Wales made rather better progress under a revenue 
tariff. 

Yet the Commonwealth has become increasingly Protectionist. 
Professor Shann makes this the main theme of his account of the 
third period. Increased duties on raw materials and machinery 
have led to increased duties on finished products, but the volume 
of imports which (until the present slump) has passed the tariff 
barrier does not suggest that the industries thus fostered have 
reached a high level of efficiency. Higher costs of living have 
led to higher wages, fixed by the Courts, and all sections of the 
community have demanded a share in the “benefits.” The 
Australian housewife not only pays two or three times the world 
price for her sugar, she also pays at least 3d. per lb. more for her 
butter than the consumers to whom it is exported. 

The main export industries of wool and wheat have made 
considerable technical progress. The yield of wool per sheep, 
for example, has risen from 6 lb. in 1890 to 9 lb. to-day, while 
Farrer’s discovery of ‘‘ Federation ” Wheat in 1903 gave a great 
stimulus to wheat-farming. Nevertheless, only the high world 
prices of their products enabled production to continue on the 
scale of the post-war years, and with the slump in world prices 
even an exchange premium of 30 per cent. is not sufficient com- 
pensation for the burden of the tariff. The new chapters in 
Professor Shann’s second edition will be full of interest. 

The book has its limitations. Avowedly, little is said of public 
finance and Government expenditure, despite the leading part 
which Governments have taken in promoting development— 
with borrowed money. One looks in vain for anything resembling 
Cairnes’ essay on the gold discoveries. Such subjects as Educa- 
tion and Art are left almost alone. 

More important is the absence of maps. After all, it is 
the stark facts of economic geography which have dominated 
Australian development. The arid interior, the unreliability of 
the rainfall, the absence of important inland waterways, have 
been more significant even than Tariff Policy. Moreover, the 
reader cannot be expected to know the relative position of all 
the places mentioned. Similarly, a few statistical tables showing, 
for example, the changes in population prices, production, and 
foreign trade, would have been useful. 

Nevertheless, this is without doubt a History to be welcomed. 
Professor Shann has given us far more than a mere record of 
events. His delightfully vivid style makes the book a pleasure 
to read, while his wide knowledge of original sources renders it 
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at the same time a substantial contribution to knowledge. Always 
scholarly, and never dull, he does more than most historians, 


economic or otherwise ; he makes the dead past live. 
F. C. BENHAM 


Borrowing and Business in Australia. ByGorpon Woop. (Oxford 
University Press. 1930. Pp..267. 12s. 6d.) 


Mr. Woop gives both an account and an interpretation of 
fluctuations in Australian prosperity during the last hundred 
years. His interpretation ‘“‘ postulates one efficient cause that 
is external to Australian business, rather than the operation of a 
number of inter-related factors forming a complex whole within 
the economic structure itself ’—namely, the changing rate at 
which external capital has been introduced. “ The true facts 
of the situation are that we have suffered in the past and are 
suffering in the present not from the effects of the business cycle, 
but from the natural accompaniments of the borrowing cycle.” 
He asserts that “ there is a distinct limit to the rate at which any 
community can absorb capital.” At certain times, notably during 
the eighties, external capital was “forced upon ” Australia “ at 
such a rate that the ordinary channels of finance became choked, 
and anything in the nature of efficient direction of capital invest- 
ment became an utter impossibility.” He has little difficulty in 
showing that during such times more gold than usual has been 
retained instead of exported, that prices have risen faster or 
fallen more slowly than elsewhere, and that imports have increased 
relatively to exports. When the inflow of capital has ceased or 
slackened, interest payments have of course continued, all these 
movements have been reversed, and the result has been crisis and 
depression. 

This thesis has been admittedly inspired by that admirable 
work, Canada’s Balance of International Indebtedness, but Mr. 
Wood seems to go further than Professor Viner in stressing the 
paramount importance of external borrowing. Perhaps certain 
differences of emphasis would have made his picture more accurate. 
His explanation is apparently convincing when applied to the 
1893 collapse, for the Victorian land boom of the previous decade 
was undoubtedly stimulated and greatly accentuated by the use 
of British capital in land speculation. But what of 1853? With 
100,000 out of 229,000 males in Victoria and New South Wales 
engaged in gold-mining and winning £20 millions of gold in the 
single year of 1852, would not prices and wages have risen, would 
not the crisis have inevitably followed, in the complete absence 
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of external borrowing? What of the present depression? Ad- 
mittedly, the refusal of the British investor at the beginning of 
1929 to continue lending (on acceptable terms) played an impor- 
tant part. The “spendable” national income was suddenly 
reduced by some £30 millions a year. Yet the reduction was only 
of the order of 5 per cent. The slump in wool and wheat prices, 
and the rigidity of the wage-structure, have surely been of com- 
parable significance. Moreover, the changing rate at which 
external capital is imported is partly an effect of changing 
“* prosperity ” as well as a cause of it, and is also partly dependent 
on conditions in the lending country. The way in which crises 
in Australia have followed on the heels of crises in England 
deserves rather more weight than Mr. Wood seems prepared to 
give it. In short, the present reviewer feels that booms and 
depressions in Australia would have occurred at about the same 
times, although not with quite the same force, in the complete 
absence of external borrowing, and that, given the fact of external 
borrowing, it should be treated as one of a number of inter-related 
factors rather than as the sole “ efficient cause.” He feels, too, 
that some acquaintance with the work of Wicksell or Hayek, or 
with Mr. Keynes’ T'reatise on Money (which was unpublished 
when this work was written), would have assisted Mr. Wood in 
expressing his views, but, even so, the question would still remain 
of why “saving” has outrun “ investment,” of why the money 
rate of interest has exceeded the “ natural rate,” at some times 
and not at others. Whether one accepts Mr. Wood’s thesis or not 
does not affect the value of his book as a study in “ business 
history.” It is a useful piece of research, containing numerous 
statistical tables and graphs, while a special word of praise should 
be bestowed upon his (somewhat daring) estimate of the Australian 
annual Balance of Indebtedness from 1900 onwards. 
F. C. 


An Early Experiment in Industrial Organisation. A History of the 
Firm of Boulton and Watt, 1775-1805. By Erica Rot. 
With an introduction by J. G. Smiru. (Longmans, Green 
and Co. 1930. 15s. net.) 


THIs monograph falls into two parts. The first deals with a 
story the broad features of which are familiar to all—the partner- 
ship of James Watt and Matthew Boulton between the years 
1775 and 1795. Dr. Roll adds new details and puts the picture 
in a new frame, for, unlike earlier writers, he is occupied with the 
growth of the business concern rather than with the steam engine 
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itself or the personality of itsinventor. But there are few surprises 
in this part of the volume. The idea of the separate condenser 
as it came to Watt in April 1765 (Dr. Roll puts 1763 for this event) 
could scarcely have resulted in steam power in industry without 
the collaboration of a capitalist possessed of a factory organisation, 
with machines and skilled labour. If economic historians should 
ever emulate the brighter political historians by compiling a 
volume of “ Ifs,” an essay might well be included on what might 
have happened if Watt and Boulton had never met. It is probable 
that the inventor would have joined the men of genius who died in 
poverty, for it is difficult to think of any other industrialist of the 
period who could have carried his ideas to success. And though 
the steam engine would have come into being some time, it might 
have come a generation later—with what alterations in the course 
of history as we know it a lively fancy might readily suggest. 

But it is not with any such conjectures that the author is con- 
cerned. What is of outstanding importance in his book is the 
study of the process by which a firm of engineers, who drew their 
income from royalties on a patent, transformed itself into the first 
factory in the engineering industry, drawing profits from manu- 
facture. Dr. Roll shows that an initial step was taken between 
1782 and 1786, when the rush of orders for the new rotative 
engine compelled the partners themselves to manufacture more 
parts of the contrivance than formerly, forced them to standardise 
these parts, and led them to alter the method of levying premiums. 
But it was in 1795, when control passed to James Watt, junior, 
and Matthew Robinson Boulton, that the pace of business evolution 
quickened. Under their direction the Soho Foundry was erected, 
with shops arranged so as to follow the sequence of the production 
processes; a high degree of division of labour was introduced ; 
an elaborate system of payment by results was devised; and a 
first ‘‘ welfare” experiment was made by setting up a mutual 
insurance society for the employees. At the same time business 
policy changed profoundly. Engines were now sold outright; 
the old practice of differential charging was abandoned; and a 
complex system of cost accounting and business statistics was 
brought into being. Dr. Roll thus shows that much that is con- 
sidered new in engineering practice existed long ago, and that 
“ experiments in scientific management . . . are not exclusively 
a product of the era of mass production, but were apparent from 
the very beginning of machine industry.” It was well worth 
doing, and is admirably done. 

Stress is laid on the change in the attitude towards labour that 
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occurred when the younger Boulton and Watt took the helm. 
That the relations between employers and men should become 
depersonalised as the scale of production grew was inevitable; 
but the decline of paternalism in the firm was accompanied by 
higher earnings. Dr. Roll appears to think that elsewhere “ the 
advancing industrialisation created previously undreamt-of 
misery throughout the country.” It is not easy to weigh the 
misery of men who are no longer alive; but taking the objective 
test of earnings, several independent inquiries suggest that 
large-scale industry brought to the workers higher standards of 
life. Soho must always remain pre-eminent, but in this matter of 


wages it was no exception. 
T. AsHTron 
The University of Manchester. 


The History of Trade Union Organisation in the North Staffordshire 
Potteries. By W. H. Warsurton, B.Litt., with an Intro- 
duction by R. H. Tawney, Hon. D.Litt. (London: George 
Allen and Unwin. 1931. 10s. 6d.) 


Mr. WarBuRTON’s book affords both an interesting picture 
of the development of Trade Union organisation in the Potteries 
over a century, and a concrete illustration of the general nature 
of Trade Union development in this country which is very instruc- 
tive and suggestive for comparative purposes. 

The problem of labour organisation in the pottery industry has 
evidently all along been of a relatively simple and fairly well-defined 
nature. The age of the industry, its highly localised character 
and the peculiar nature of the craft combined to give it an indi- 
viduality of its own and to protect it from the fiercest onslaughts 
of the Industrial Revolution. Indeed, as Mr. Warburton explains, 
the Industrial Revolution, so far as the introduction of machinery 
is concerned, left the pottery industry almost untouched until 
after 1870. At the same time, however, the industry was affected 
by the increasing mechanisation of other industries, and was 
influenced by the accompanying changes in social and industrial 
outlook. From the point of view of labour organisation it thus 
occupied an enviable position since it combined within itself the 
elements both of security and growth. The impression left by 
Mr. Warburton’s sympathetic and well-balanced presentation is 
that, compared with the problem of labour organisation in its 
venerable sister industries, agriculture and mining—the former 
with its lack of localisation; the latter, of the natural protection 
of craft—the problem in the pottery industry has been simple, 
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and has called for no great constructive effort. This does not 
mean that organisation has been easy or uneventful. As in most 
industries, trade unionism in the Potteries has had its period of 
Utopian schemes, and back-wash of suffering and disillusionment ; 
a second phase of a keener realisation of craft differences with a 
narrower and more practical policy; a third phase representing 
a consolidation of interests and a wider industrial outlook. But 
on the whole the divergence of interests in the pottery industry 
has never been very great. The consolidation of interests which 
has taken place is not merely of labour interests, but of the 
industry as a whole. The establishment of a Joint Industrial 
Council in 1918, the pioneer of its kind, was followed in 1919 
by the formation of the powerful National Society of Pottery 
Workers and of the British Pottery Manufacturers’ Association. 
Dr. Tawney’s hope that this book will be widely read, and will 
encourage others to make similar contributions to the history 
of Trade Unionism, may be very sincerely re-echoed._ 
M. T. Rankin 
University of Edinburgh. 


The Leeds Woollen Industry, 1780-1820. Edited by W. B. Crump, 
M.A (Leeds: The Thoresby Society. 1931. Pp. xi + 343. 
16s. net.) 


Tu1s valuable work may be regarded as consisting of three 
parts :—an historical introduction by Mr. Crump, the diary of 
Joseph Rogerson, and papers relating to the business of Benjamin 
Gott. In the sixteenth century the “clothier” may have put 
out some spinning, but all the other operations, preparing the 
wool, weaving, dyeing, and dressing, were done on his premises. 
As time went on dyeing and dressing fell into separate hands and 
the merchant controlled the final stages of the textile processes. 
Except for fulling, which required power, the wool industry was 
still one of handwork, though the fly-shuttle and the spinning 
jenny were taken over from the cotton trade. Between 1770 
and 1775 Arkwright invented the carding engine, and about the 
time this narration opens, mills for the three preparatory pro- 
cesses of scribbling, carding, and slubbing and for the final process 
of fulling were being started in the townships round Leeds, from 
which centre the clothiers were being driven by high rents. These 
mills were driven by water or steam (quite small ones by horse- 
power) and worked on commission for the hand-working clothiers, 
who then gave out the carded wool to be spun and wove the yarn 
at home or gave out some weaving also. Dyeing was also done 
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by the millers, but, though more restricted in the scope of its 
operations, the domestic system was as fully in force as it had 
been a couple of centuries earlier, and so it continued substan- 
tially till the end of the period treated by Mr. Crump. Gott’s 
“woollen manufactory,” started in 1792, was by no means a 
modern ‘‘ factory,” though all processes were carried on under 
the same roof. Spinning and weaving were done by hand even 
there, and the weaving was organised under several independent 
contractors, Gott’s firm being primarily merchants. 

Rogerson was a scribbling miller, and his diary for the years 
1808-14 (except 1810) puts us into touch with the agricultural 
connections of all mills. His farm was of almost as much interest 
to him as his mill, and the weather was of equal importance for 
both. “Dull morning, wind east. There has been no drying 
Cloth these four or five Days back so that we are short of work 
in the Cloth Mill” (i.e. the fulling mill). ‘‘ There was a back- 
ward Spring but very forward haytime and great plenty of 
grass.”” These are typical entries, and one notes also several 
recipes for the disposal of rats and one for the colouring of gun- 
barrels. The bewitching of William Perigo, fishing in the dam 
when work was slack, brief family notes, the new organ, the 
Bible Society; complaints of bad trade, of the difficulty of 
getting in money, of the slubbers who were his key-men, of the 
cloth merchants (“an arbitry set of men’’), of the clothiers 
(‘‘ the very devil to please ”’)—such are the topics woven through 
his day-to-day story, giving a lively picture of the life of a com- 
mission scribbler a century and a quarter ago. Public affairs 
get brief notice, except his service in the militia, but we may 
note under date 6th June, 1814, the following: “This peace 
makes all very slack—I think now as it is com’d nobody seems 
so very fond of it; there will be a deal of money lost in various 
ways.” History has repeated itself! Information as to prices 
and wages are scattered throughout the pages. Early in 1808 
slubbers were earning 14s. and 15s. a week, but his men averaged 
22s. 6d. (‘‘ and still they are far from being satisfied ’’). Trade 
was very irregular, and in May 1808, “I could find plenty of 
able men for 10s. P* Week, such as once had 25s. and 30s. Pt 
Week ”’; he was then discharging men, so that elasticity of wages 
was not an unfailing panacea for bad trade. It is worth noting, 
too, that in 1809 he reckoned that with “a fair trade to Mill ”’ 
of £27 14s. per week there should be “ gains ” of £12 9s. 6d., or 
say 45 per cent., and that in 1812 his actual “ clear profit” was 
over 41 per cent., and in 1813 about 44 per cent. 
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The Gott papers contain less of “‘ human ”’ interest than does 
the Rogerson diary. ‘‘ They are but the scattered survivors of 
what must have been a vast mass of correspondence. Moreover, 
they possess a most miscellaneous character. There are letters 
of great length reciting the multifarious details of foreign markets. 
At the other end of the scale we have a quantity of bills of 
exchange, receipts, valuations, and so forth. Notwithstanding 
individual features of much interest, there are gaps spreading 
over many years which make it impossible to construct from 
these papers alone anything like a comprehensive history of the 
firm” (p. 169). Mr. Offor, University Librarian, in a most 
interesting introduction to this part of the book, ekes out the 
story from other sources. Altogether 144 documents are printed 
in whole or in part, many dealing with the equipment of the 
factory in 1792 and, in particular, including correspondence with 
Boulton and Watt regarding the installation of one of the new 
steam engines. Some Luddite documents are of interest,~ but 
Leeds was pretty free from their disturbances, as the cloth dressers 
had been strong enough to prevent the introduction of gig-mills 
and shearing-frames. Abundant particulars of commodity 
prices are given in the letters, but among all the dry business 
details it gives one great pleasure to read a letter (pp. 224-5) 
from Mr. George Augustus Lee to Mr. Gott in 1802, announcing 
at the end his approaching marriage in terms which justify one 
in claiming him as a ‘“‘ man of sentiment.” Mr. Lee was an 
enterprising man, for he introduced gas into his house in 1804 
and into his mills in 1805. Two following chapters deal with the 
history of Gott’s mill buildings and with notebooks containing 
records of his mill practice. The last chapter contains a collec- 
tion of trade notices, newspaper advertisements, and extracts 
illustrative of the progress of the woollen industry during the 
period under review. 

It will be plain that students of economic history owe a deep 
debt of gratitude to the Thoresby Society for publishing this 
book and to Mr. Crump and his coadjutors, Mr. Offor, Mr. 
Heaton, Mr. Yewdall, and Miss Hargrave for the critical reviews 
of the documents. Henry W. Macrosty 


The Anglo-French Treaty of Commerce of 1860, and the Progress of 
the Industrial Revolution in France. By A. L. DunHaM. 
(University of Michigan Press. 1930. Pp. 409. $3.) 


THE hero of this book—if, indeed, the word “ hero” may be 


used in referring to so austere a piece of scholarship—is Michel 
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Chevalier. Originally a disciple of Saint-Simon, Chevalier came 
at an early age under the influence of J. B. Say; and, being thus 
an authoritarian in politics and a liberal in economics, he was 
ideally fitted for the rdle of commercial adviser to the Second 
Empire. In 1852 he resigned the Chair of Political Economy, 
which he had held for twelve years, to become a member of the 
Conseil d’Etat; and henceforth his whole energies were given to 
the reform of the fiscal system of France. 

Previous writers have attributed to Cobden the principal part 
in the creation of the Treaty of 1860. There is some excuse for 
them in that Cobden was a plenipotentiary and signed the Treaty, 
whereas Chevalier did not. But, as the result of a minute study 
of correspondence that has been preserved both in England and 
France, Dr. Dunham is able to show convincingly that it was in 
the mind of the Frenchman, and not in that of the Englishman, 
that the idea first germinated. He proves, moreover, that 
Chevalier had the task not only of composing the hesitancies of 
Napoleon III, but also of overcoming the scruples of Cobden, who 
at first was inclined to regard the project as a departure from the 
sacred principles laid down in 1846. 

About a third of the book is given to the day-to-day negotiations 
that preceded the Treaty, and to the Tariff Convention and the 
Imperial Loan to manufacturers that followed it. But of equal 
interest is the detailed study made by the author of the develop- 
ment of the leading industries of France. The history of each is 
carefully traced from the beginning of the nineteenth century to 
the abandonment of the Treaty in 1882, and in these chapters, as 
in the earlier, rich supplies of new material are tapped. Dr. 
Dunham has written more than a monograph : his book makes an 
important and permanent contribution to the general economic 
history of France. 

As to the effect of the Treaty, it is not difficult for the author to 
prove that freer intercourse was beneficial to the manufacturers 
of silk and wine, who, alone of French industrialists, had supported 
the efforts of Chevalier. But for other industries it is less easy to 
disentangle the results of the Treaty from those of other events. 
It is shown, however, that the depressions that visited the iron 
and textile trades in the ’sixties were produced by the American 
Civil War and by economic or technical factors remote from 
politics : the author leaves no reason to think that they were in 
any wise the result of increased imports from Britain. 

At a time when the sands seemed to be running low for Free 
Trade in this country, it is refreshing to read of the motives that 
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led the French to freer trade in 1860. Faced with the problem of 
industries that needed new methods and new machines but showed 
little inclination to adopt them, Napoleon III administered the 
tonic of increased foreign competition. It is the thesis of this 


careful study that the tonic was effective. 
T. S. AsHTon 


The University of Manchester. - 


History of the Financial Administration of Ireland to 1817. By 
T. J. Krernan. (P.S. King & Son: 15s.) 


Dr. Kiernan is to be congratulated on a very successful and 
fruitful research, the results of which throw much new light on 
Irish constitutional history. His main thesis is that the Irish 
Parliament, in spite of its numerous limitations and incapacities, 
fought a prolonged and successful struggle against the executive 
for the control of finance. In the course of his study the author 
discusses many unfamiliar aspects of Irish history, and lie has 
brought to light many interesting facts regarding the govern- 
ment and administration of the country. The book displays 
evidence of prolonged and original research and is a valuable 
addition to the literature of Irish history. 

The contest between the executive and the legislature in 
Ireland centred on the interpretation of Poynings’ Act. Dr. 
Kiernan distinguishes between three uses which were made in 
different periods of this famous statute. Under the Tudors and 
early Stuarts the Act was used as a protection to the legislature 
against the executive in Ireland, and Elizabethan parliaments 
sturdily resisted proposals for its repeal. It was Wentworth 
who realised that the Act could be used as a means of suppressing 
the initiative and independence of the Parliament; “it was not 
any longer a machinery for co-operation, but an instrument of 
subordination.” Finally, in the eighteenth century the Act was 
used by the British Government to safeguard its unconstitutional 
supremacy in Irish affairs. The amendment, which amounted 
practically to the repeal, of Poynings’ Act was one of the greatest 
achievements of the liberation of 1781. 

The attainment of parliamentary control over Irish finance 
was delayed and impeded by the grant by the Restoration 
Parliament of perpetual duties, the “ Hereditary Revenue,” to 
the Crown. It was only when this ample source of revenue 
proved insufficient that resort had to be made to Parliament for 
“‘ additional duties.” The post-Revolution Parliament surren- 
dered without protest to the claim of the English Parliament to 
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bind Ireland, but it exhibited considerable independence in 
matters of finance in insisting on the presentation of accounts 
by the executive. Throughout the early part of the eighteenth 
century the examination and criticism of the public accounts 
was the method by which the Irish Parliament attempted to 
check extravagance and maladministration. Appropriation of 
supply, as a regular practice, did not begin until 1753, when 
the Parliament was worsted in its contest with the executive 
over the right to dispose of a revenue surplus. Henceforward 
the House of Commons appropriated to specific purposes part of 
the supplies granted by them. The new expenditure originated 
in this way frequently took the form of bounties and premiums 
on different branches of industry and agriculture and the con- 
struction of public works, many of which were of great advantage 
to the country. In the later years of the century the increase of 
the additional duties and the frequent sessions of Parliament 
strengthened the position of the House of Commons, which 
succeeded in coercing the Government in 1779 by refusing to 
grant supplies for more than six months. 

Grattan’s Parliament suffered, in its early years, from serious 
limitations in the control of public finance. The independence 
of the House of Commons was undermined by corruption, and 
it was not until 1793 that the Government could be persuaded 
to consent to a measure of financial reform. The House of 
Commons voted supplies, but had no voice in limiting expendi- 
ture. There was no general appropriation Act, and the com- 
mittee of accounts had become pliant to Government influence. 
In 1793 comprehensive reforms were effected; provision was 
made for a full appropriation of supply, and a system was intro- 
duced to ensure the official responsibility of the officers con- 
cerned with the collection and expenditure of the revenue. 
Unfortunately the reformed system never had a chance of work- 
ing in normal conditions. The closing years of the eighteenth 
century were years of war abroad and rebellion at home, and 
the shadow of the Union was beginning to hang over the Irish 
Parliament. It is impossible to disagree with the contention 
that that Parliament had shown an enlightened regard for an 
upright system of financial administration, and had succeeded, 
in spite of innumerable difficulties and discouragements, in 
establishing such a system when it was approaching its own 
annihilation. 

The Act of Union was the most important turning-point in 
Irish financial history. Owing mainly to the unforeseen con- 
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tinuance of the French war, the financial arrangements of the 
Act proved quite unworkable, and the exchequers of Great Britain 
and Ireland were amalgamated and their debts united in 1817. 
Dr. Kiernan attacks with much vigour the proportion laid down 
for the Irish contribution to the expenditure of the United 
Kingdom, and severely criticises the action of Parliament at 
the time of the amalgamation of the exchequers, when it acted 
certainly against the spirit and probably against the letter of 


the Act of Union. 
GEORGE O’BRIEN 


University College, 
Dublin. 


The Greenbacks and the Resumption of Specie Payments. By Don 
C. Barrett. (Harvard Economic Studies. Milford. 1931. 


Pp. 248. 12s. 6d.) 


Tuis work attempts three ends. First, it attempts to provide 
an account of the introduction of the Greenbacks into the U.S. 
currency system, and of the eventual ability of the Treasury to 
exchange gold freely for them. Secondly, the author tries to 
estimate the probability of a successful resumption of specie 
payments had such a course been attempted at an earlier date, 
1866 instead of 1879. Thirdly, it illustrates the economic and 
political dangers of inconvertible paper. 

These three objects necessitate a twofold study. The first is 
presented, carefully and with detail, by the unfolding of a drama, 
almost a tragedy, of economic history, and at the same time there 
is skilfully suggested the political history of the time that is 
relevant to the attainment of the third object. Two episodes 
in this survey are of especial interest, in that they throw light 
upon the early monetary systems of the States. It is this decen- 
tralised system, and Chase, the Secretary of the Treasury in the 
early years of Lincoln’s Presidency, that have the attributes of 
villainy in this drama. The early years of the Civil War saw the 
necessity for a considerable loan, which the banks issued, paying 
to the Treasury the purchase price in currency at the instigation 
of Chase, who refused to take advantage of new legislation which 
made this procedure unnecessary. This depletion of the banks’ 
currency reserves forced a contraction of bank-note issues, and 
a lapsing of specie payment—leading eventually to the Greenback 
issues. And again, in the final act of resumption when we are 
awaiting the curtain, a tragedy all but takes place. Specie 
payments have been resumed, but at the time when the exchanges 
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tend to turn against the dollar and when the gold reserves of 
the banks have been depleted by the Treasury’s action in obtain- 
ing gold cover for the Greenbacks. Normally, this should be a 
situation which we can leave the actors to face themselves. But 
circumstances are not normal. It is impossible for the Treasury 
to redeem Greenbacks in the ordinary sense, for after presentation 
at the Treasury for gold they must be reissued. This enactment, 
directly due to contractionist fears, leaves the banking system 
without curb. Only bad European harvests allow us at last to 
leave our seats and to refresh our memories of the mischief yet 
to be done before the establishment of the Federal Reserve system. 

This narrative of a monetary experience, and of political 
ineptitude, ignorance and lack of scruple, bringing together 
scattered or inaccessible information, should prove as valuable 
as it is interesting. 

But it cannot be said that Professor Barrett is as happy in his 
analysis of the possibility of the resumption of specie payments 
in 1866. With a premium on gold of 40 per cent. surely it is not 
enough to suggest that all classes were comfortably circumstanced 
and that a foreign market for U.S. bonds existed in order to prove 
the possibility a certainty? Nor are the explanations of fluctua- 
tions in the price level altogether satisfactory, for the author 
relies solely upon a correlation, presented to the eye, between 
prices and the quantity of Greenbacks. The process by which 
inflation took place is surely as important as the factor that made 
the inflation possible. For example, after the termination of the 
war, the fall in prices, the temporary redemption of Greenbacks 
and the increase in the banks’ specie reserves, all seem linked up 
with the halt in the Government expenditure. While, in a 
currency system so incoherent, might it not be argued in favour 
of inconvertible paper that an increase in war expenditure on 
such a scale might itself have caused a crisis had there been no 
expansion in legal tender ? 

Still, as we now know so well, Professor Barrett’s condemna- 
tion in retrospect of inconvertible paper on account of the dangers 
of over-issue is well warranted if a little uninquiring. 

J. STAFFORD 


The University, 
Manchester. 
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NOTES AND MEMORANDA 


OFFICIAL PAPERS 


Report on the Profitableness of Farming in Scotland. (H.M. 
Stationery Office. Pp. 162. 2s. 6d.) 


CoNFLICTING opinions are held as to the causes of agricultural 
distress, and both agriculturists and the general public may be 
in need of definite guidance and of precise facts. It has been the 
object of the Department of Agriculture for Scotland to meet 
this need, and in the Report recently issued upon the Profitable- 
ness of Farming in Scotland, the results of a study of the financial 
and other records collected from farms over a wide area during 
1928-29 are presented and discussed with a forward look also 
to more recent times. Farming is a life as well as a business, and 
considerable differences manifest themselves in the working of 
the farms by family or by hired labour, and in the amounts and 
sources of capital utilised. Farmers variously situated make 
unequal demands upon the banks, auctioneers and merchants 
for credit facilities, and these differences are discussed. In the 
matter of profit and loss the report reveals that depression has 
been very unequal as between one district and another, and, 
indeed, that certain types of farming had, at any rate until 1929, 
escaped a condition that might be described as depressed. There 
is, too, much greater uniformity in the income yielded to farmers 
in some districts than in others. The widely held views which 
associate profit or loss with the volume of labour employed, the 
use of home-grown foods, or the use of machinery, are analysed 
in the light of the returns received. Another subject of discussion 
is the extent to which the varying fortunes of farmers can be 
accounted for by the unequal effects of recent changes in the 
levels of costs and of prices upon the various systems of farming. 
The remedies available to the farmer are seen to be by no means 
the same from district to district. There is appended to this 
discussion of the present position of the industry a section which 
will have a particular interest in the Border areas, and to investi- 
gators generally. Perhaps the greatest difficulty in depicting 
accurately the state of the industry arises from the absence of 
precise information as to the number of farmers and workers 
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concerned in each of the varied forms which farming takes. The 
Department is endeavouring to overcome this difficulty by 
making a statistical classification of farming systems in Scotland, 
with a view to giving the appropriate weight to each in describing 
the economic status of the industry. This work has been com- 
pleted for the Eastern Borders of Scotland, and an account is 
offered both of methods and of the results. (Communicated.) 


OBITUARY 


HERBERT JOSEPH DAVENPORT, 1861-1931 


HERBERT JOSEPH DAVENPORT was born in Wilmington, Vt., 
August 10, 1861. He was head of the Department of Political 
Economy and Dean of the School of Commerce of the University 
of Missouri, 1908 to 1916. He was Professor of Economics at 
Cornell University, 1916 to 1929, and thereafter Emeritus Pro- 
fessor. He died suddenly in New York City, June 15, 1931. 

To students of the history of thought, it probably appears 
that few economic theorists have attained as high a degree of 
self-consistency as might have been expected in a field where a 
single set of concepts and preconceptions has been so often worked 
over and over. Davenport is certainly to be numbered among 
these few, if indeed he does not surpass all other “ system 
economists ” in the rigour and coherence of his thought. It is, 
therefore, something of an anomaly that he should offer a theory 
which, however coherent, is at once a masterpiece of Austrian 
heoclassicism and a system uniquely to the liking of those who 
think they have moved farthest ahead of neoclassicism. An 
individualist among individualists, for the most part a Victorian 
in his philosophical outlook and literary taste, and trained in 
close economic reasoning of the old pre-Austro-German-influence 
type under J. Laurence Laughlin, Davenport was yet able to 
forge a theoretical connecting link between the now older Austro- 
American economics and that newer American theory much of 
which is still in the writing. Paralleling and partially explaining 
this close kinship of Davenportian doctrine to certain newer 
elements in American economic thought was an intimate friendship 
between Davenport and Thorstein Veblen. 

The novelty of Davenport’s version of neoclassicism has 
commanded less attention than it merits. It easily escapes even 
a careful reader of the Economics of Enterprise, but few of those 
have failed to grasp it who have carefully dissected writer after 
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writer under Davenport’s tutelage in his seminar in Value and 
Distribution. That the effectiveness of Davenport’s writing and 
his teaching contrast more strongly than is common is due in part 
to the difficulties of his written style—compactness of expression, 
controversial tone, the relegation of whole essays to footnotes— 
and in part to his mastery of a quasi-Socratic pedagogy. But 
this is not all. His thinking starts out with classical concepts, 
classical terminology. Using these terms he tries classical 
formulations, classical laws, and finds them wanting. He then 
re-defines the old terms so that the classical formulations shall 
seem to him tenable. He puts new wine up under old labels. 
Little wonder that his new connotations of old words should 
escape the reader. “‘ Utility ” is not usefulness but desiredness. 
“Cost” is not expense; it excludes unavoidable expense and 
includes revenue foregone—it is ‘‘ opportunity cost.’’ Product 
is, in his most frequent usage, neither physical output nor its 
value; it is ‘‘ proceeds” to the entrepreneur, net profit. 

What, then, is the new wine put up under old labels? Almost 
certainly the chief novelty of his doctrine is that he alone among 
the theorists of his generation throughout his system con- 
sistently distinguishes “‘ competitive economics ”’ and “ collective 
economics.” For “competitive economics” he finds that 
capital goods include equities in other enterprises (loan funds), 
franchises, monopoly advantages and investments in publicity as 
well as tangible assets. And rechristening the ‘‘ Laws of Diminish- 
ing and Increasing Returns,” the ‘‘ Law of Advantage and Size ” 
and the ‘‘ Law of Proportion of Factors,” he finds the competitive- 
collective distinction makes several laws of each. Moreover, in 
applying those forms of these laws which are relevant to “ entre- 
preneurial calculations ” to the competitive productivity theory of 
value and (primary) distribution, he does what other neoclassicists 
have failed to do—he finds a place in his system for outlays on 
sales effort and on litigation, as well as for outlays on lobbying, 
on gunmen, on bribery, etc. He also finds a place in his “ pro- 
ductivity ’’ theory for such activities as high finance and the 
production of what Hobson calls “ illth.”’ Thus Davenport’s 
thorough-going competitive-collective distinction leads him to a 
view close to that of Veblen On Pecuniary and Industrial Employ- 
ments,} and at the same time makes him critical of his fellow- 
neoclassicists for the confusion of collective and competitive 


1 The resemblance of Davenport’s unpublished treatment of the Economics of 
Feminism and the Economics of Fashion to Veblen’s Theory of the Leisure Class is 
less clearly of the essence of Davenport’s thought. 
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economics and for the closely related confusion of ethical 
appraisal and economic description. But since he regards 
the task of economics as purely descriptive,! he is not led 
to develop constructively the close relation between collective 
economics and ethical appraisal, except in his unwritten theory 
of taxation. 

One other distinctive phase of the Economics of Enterprise may 
be singled out for special comment—Davenport’s treatment of 
capital and interest. Like Irving Fisher, and unlike most other 
neoclassicists, Davenport deals with the interest problem as one 
involving the ratio between the annual hire of a capital good and 
its present capitalised worth—not merely, or chiefly, as one of 
determining the amount of the annual hire of a capital good. 
Thus capitalisation is a central part of the theory. But in import- 
ant respects Davenport diverges from Fisher. Pure interest 
cannot be separated from insurance loading, handling charges, 
etc.—that type of cost analysis would make all commercial bank- 
interest ‘‘ impure.” Also a lender’s risk depends on his market 
information—and the market is imperfect. We must speak not 
of “‘ the interest rate” but of interest rates. Again, in Daven- 
port’s thought there is a larger place for other factors in interest 
rates than time preference, risk, productivity, purchasing power of 
money, and cost of production—such factors as Government 
borrowing, taxes, commercial bank capital, and the effect of the 
unequal distribution of income upon capital accumulation. 
Finally, with Veblen, he develops the concept of loan-fund capital. 
This competitive concept is central to Davenport’s interest theory. 
** Productivity gets . . . no further than an explanation of mere 
rents. . . . Rents do not afford rates.” “‘ Rents are... one of 
the bases of interest-paying demand for [loan] fund capital.” 
‘** The interest rate market is a [loan] funds market, not a machine 
or raw materials or present consumables market.” ? 

If Davenport’s competitive economics, and especially that 
phase of it concerned with interest rates, distinguish him from his 
fellow-neoclassicists, his conception of economic science is none 
the less the essence of neoclassicism—a “theory” of value and 
distribution in the sense of a deductive, somewhat mathematical 
explanation of the logical reasons for a price in terms of ultimate 
determinants at the moment. Despite his lack of mathematical 
training (witness his inability to grasp the concept of velocity of 


1 It is interesting to note the ethical tone of his address as President of the 
American Economic Association. 
2 American Economic Review, Dec. 1927, Vol. 17, pp. 645, 652, 654. 
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money ! and of the “‘ present ”’ as an infinitesimal,? he was able by 
virtue of his rigorous logic to perform a difficult mathematical 
feat—to avoid “ circularity ” in handling the neoclassical price 
problem by a procedure equivalent to simultaneous equations, 
even when the price problem is complicated by capitalisation and 
by production of new capital goods. An essential part of this 
achievement is his doctrine of reservation price applied to capital 
goods. 

Davenport’s great rigour of reasoning was at once a virtue and 
a vice. It led him on a fearless search for truth, with an un- 
willingness to compromise conviction that once cost him a 
temporary refusal of his doctorate. It made him intolerant both 
of all that smacked of intellectual chicanery among his colleagues 
and of the Marshallian type of mind with its ability to see many 
sides to a question and its disinclination to knit long chains of 
deductive reasoning into a single consistent theory. And although 
he absorbed enough of Pragmatism at Chicago to regard truth as 
relative to the individual (a natural extension of his individualism), 
he was unable to carry his rigorous reasoning outside of his own 
world of concepts and preconceptions, unable to grant the 
assumptions and definitions of others, even “‘ for the sake of the 
argument.” This inability blinded him to the contributions of 
others. He had no use for Cairnes’s non-competing groups, for 
he assumed each group in a separate perfect market. He could 
comprehend a non-individualistic, organic conception of society 
only as a social organism or as a group mind.’ And while main- 
taining a youthful vigour of intellectual interest to the last—an 
interest in modern trends in physics, biology and psychology— 
his understanding of psychological theory was closely limited to 
his own naive introspectionism (in which he illogically resorted to 
the “‘ Marshallian ’”’ James’s device of a “‘ metaphysical ego ’’). 
Yet no one was more tolerant than Davenport of a logically 
held opposition, even an opposition that he could not fully 
understand. 

Originally a lawyer, Davenport came late into the field of 
economics. His legal training appears to have emphasised his 

1 American Economic Review, March 1930, Vol. 20, pp. 9-19. He speaks of 
velocity as MV, not V. 

2 Cf. Economics of Enterprise, p. 174. 

3 Economics of Enterprise, p. 111. 

4 Quarterly Journal of Economics, Nov. 1925, Vol. 40, pp. 52-81. 

5 Economics of Enterprise, pp. 387 ff., n. 

6 Davenport was graduated from Harvard Law School in 1886. He received 


his Ph.D. in economics at the University of Chicago in 1898. For the following 
three years he was Principal of the High School in Lincoln, Neb. 
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individualistic philosophy rather than produced a fruitful 
blending of law and economics. It also gave a peculiar twist to 
his version of the Socratic method of teaching, and afforded him 
a rich field in which to exercise his talent for apt and vivid 
illustrations of his points. __ 

Davenport’s true greatness as a teacher was enhanced by a 
personal charm that engendered warm affection, and by his 
appealing eccentricities. In emotions he had the childish sim- 
plicity of the Homeric gods—in frankness, in anger, in admiration 
for others. Believing with Veblen that “ invention is the mother 
of necessity,” he was slow to adopt the use of telephone and auto. 
In his classes Davenport enjoyed the presence of men trained 
elsewhere, because he liked to make converts. As a teacher, he 
aimed to make students into disciples; and he succeeded as a 
teacher by failing of that aim. He leaves behind him few good 
Davenportians, but many who are the better for their training in 
rigorous thinking, many whom he has inspired with a love for the 
fearless pursuit of truth for its own sake. 


Morris A. COPELAND 
University of Michigan. 


CuRRENT TOPICS 


THE following have been admitted to membership of the Royal 
Economic Society :— 


Anderson, C. A. Feavearyear, A. E. Paymaster, B. B. 
Anderson, J. Graham, H. Peers, R. 
Ann, Ong S. Gupta, D. N. Peries, Miss S. 
Atkinson, L. Hee, S. Hong. Phillips, H. L. 
Avasthi, K. 8. Herbert, R. R. Phipps, I. R. 
Barnes, H. C. Jones, T. Preston, 8. 
Britzius, O. Jones, T. E. Proctor, R. B. 
Broster, E. J. Jordan, V. Rowse, A. L. 
Chance, C. F. Logan, Capt. A. Smith, N.S. 
Charles, A. G. Morgan, K. I. Thompson, 8S. M. B. 
Chun, Y. S. Peh- Lyell, H. P. J. Varma, R. P. 
Chwang. Newell, E. Wadsworth, A. P. 
Contractor, E. A. Nicholls, K. F. B. Walker, E. R. 
Davy, R. L. Nuttall, C. E. Warner, H. C. 
Demarest, Mrs. F. J. Owtram, T. C. 
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The following have compounded for life membership of the 
Society 


Debenham, P. K. Robertson, H. M. 
Gattamelata, F. Sharp, G. M. 
Hotelling, Prof. H. Tien, Shu-Haiang. 
Northcote, Capt. O. S. I. Wilson, J. R. 


The following have been admitted to Library membership of 
the Society :— 
Public Library of Charles University of Prague. 
Institut fiir Sozialforschung, Frankfurt University. 
China University, Peiping. 
Bibliotheek Centraal Kantoor Voor de Statistiek, Batavia. 


Professor Loria writes :— 


“Carlo Cassola, Professor of the Science of Finance at the 
University of Naples, who died on the 28th May of this year, at 
the age of fifty-three, showed considerable talent in a series of 
writings very remarkable for learning and impartiality. His 
earliest book, on Industrial Combinations (1905), contains an able 
criticism of the big industries. His interesting work on Advertis- 
ing from the Economic Standpoint (1909) can bear comparison with 
the larger work of Mortaja on that subject. Excellent observations 
are to be found in his book On the Formation of Prices in Commerce, 
which followed a little later. But his most stimulating. work is 
his Property and the Distribution of Wealth (1916), a triumphant 
refutation of the theory which derives the superiority of wealth 
from the superiority of natural abilities. In 1925 he published an 
excellent little book on Risk in Relation to the Organisation of 
Modern Industry; and in 1930 he contributed to the volume 
celebrating the jubilee of Professor Camillo Supino a learned 
paper on ‘ Recent Financial Reforms in France.’ Unhappily, 
the serious illness which had long threatened his life had prevented 
him from giving to the world that fundamental work which his 
friends and admirers expected from his high qualities of mind and 
indefatigable industry; and his scientific career remains as a 
fine promise of which the harshness of nature has prevented the 
complete fulfilment.” 


_ The Centenary Meeting of the British Association will be held 
in London from September 23 to 30. All particulars can be 
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obtained from the Secretary, Burlington House, London, W. 1. 
The preliminary time-table for Section F is as follows :— 


September 24.—Mr. R. R. Enfield, “The World Wheat 
Situation.”’ Discussion on the Aims, Methods and 
Progress of Research into Management Problems (Chair- 
man: Mr. B.S. Rowntree). Prof. J. H. Jones, ‘ Wages 
Prices, and Employment.” Discussion on Means of 
Co-operation between Industry and Educational Institu- 
tions in Promoting the Training of Managers (Chair- 
man: Viscount Leverhulme). 

September 25.—Prof. E. Cannan (Presidential Address), ‘‘ The 
Changed Outlook in Regard to Population, 1831-1931.” 

September 26.—Discussion on Population (Prof. J. S. Huxley, 
Prof. A. M. Carr Saunders, Dr. R. A. Fisher, Prof. L. T. 
Hogben, Mr. J. B. S. Haldane). 

Excursion to Welwyn Garden City. 

September 28.—Mr. J. Morris, “ Rationalisation and the 
Cotton Industry.” Discussion on the Rationalisation of 
Distribution (Chairman: Sir R. Waley Cohen). Mr. 
R. L. Hall, “‘ Difficulties of Wage Regulation in Australia.” 
Mr. R. G. D. Allen, ‘‘ On the Foundations of a Mathe- 
matical Theory of Exchange.” Discussion on Bridging 
the Gap between the Birth of an Idea and its Industrial 
Application (Chairman: Sir John Anderson). Dis- 
cussion on the Utility of Trade Barometers (Chairman : 
Prof. A. L. Bowley). 

September 29.—Mr. M. Dobb, ‘“‘ Current Economic Theory and 
the Five-Year Plan in Russia.” Mr. J. W. F. Rowe, 
** Artificial Control of Raw Material Supplies.” 

September 30.—Mr. Raymond Unwin, “ Town and County 
Planning.” 


The Second General Assembly of the International Union for 
the Scientific Investigation of Population Problems was held in 
London June 15—18th. Representatives from ten different national 
committees were present. Numerous contributions were read 
which will be published shortly. Colonel Sir Charles Close, 
K.B.E., F.R.S., was elected President, in succession to Prof. 
Raymond Pearl, and Captain Pitt-Rivers was appointed General 
Secretary. The Third General Assembly will be held in Germany 
in 1934. The Chairman of the American National Committee, 
Dr. Louis Dublin, announced that certain services in the United 
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States would be prepared to pay to the Union 5000 dollars a year 
for three years on the condition that a similar sum was présented 
tothe Union by individuals or Institutions in other countries. This 
offer was gratefully accepted, and the hope was expressed that the 
requisite contributions would be forthcoming from other countries. 

The object of the Union is not only to assist and stimulate 
research in population problems, but also to supply a most useful 
and indeed necessary liaison between workers in different countries, 
and still more between the widely different spheres of scientific 
work concerned with the subject. The British Committee is most 
anxious to increase its membership. Those interested are invited 
to communicate with The Secretary, British Committee of the 
Population Union, 8 Eccleston Square, S.W. 1. 


The following appointments have been made at the London 
School of Economics :— 
Mr. R. H. Tawney to be Professor of Economié History. 
Miss E. E. Power to be Professor of Economic History. 
Mr. H. L. Beales to be Reader in Economic History. 
Mr. M. M. Postam to be Reader in Economic History. 
Mr. H. A. Shannon to be Assistant in Economic History. 


Mr. C. S. Richards, M.Com. (Durham), Head of the Depart- 
ment of Economics and Economic History in the Natal University 
College for the last five years, has been appointed to the Chair of 
Commerce in the University of the Witwatersrand, Johannesburg. 


The following additional volumes have been published in the 
Series of Reprints of Scarce Tracts in Economic and Political 
Science :— 

6. Labour’s Wrongs and Labour’s Remedy ; or, The Age of Might 
and the Age of Right. By J. F. Bray. (1839) 1931; 218 pp. 
7s. 6d. (Special price to members of the Royal Economic Society, 
5s.) 

7. A Critical Dissertation on the Nature, Measures, and Causes 
of Value; chiefly in Reference to the Writings of Mr. Ricardo and his 
Followers. By Samuel Bailey. (1825) 1931; xxviii + 258 pp. 
7s. 6d. (Special price to members of the Royal Economic Society, 
58.) 

8. Lectures on Political Economy. By Mountifort Longfield. 
(1834) 1931; 12+ 268 pp. 7s. 6d. (Special price to members 


of the Royal Economic Society, 5s.) 
No. 163.—voL. LL 
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9. The Graphic Representation of the Laws of Supply and 
Demand, and other Essays on Political Economy. By Fleeming 
Jenkin. (1887) 1931; 6-+ 154 pp. 68. (Special price to 
members of the Royal Economic Society, 4s.) 

Members of the Royal Economic Society wishing to subscribe 
to any of these volumes on the special terms stated above should 
send their applications, with a remittance, to the Assistant 
Secretary, Royal Economic Society, 9 Adelphi Terrace, W.C. 2. 


Members are also reminded that Mr. Henry Higgs’ edition of 
Cantillon’s Essai sur la Nature du Commerce en général has just 
been published by the Royal Economic Society, and is obtainable 
by members at the special price of 7s. 6d. post free (published 
price 15s.). This volume comprises (1) a reprint of Cantillon’s 
famous Essai sur la Nature du Commerce en général, in the form of 
an exact page-for-page transcript of the scarce original edition, 
with an English translation facing it by Mr. Higgs, incorporating 
where possible Postlethwayt’s English version of certain passages 
which may, perhaps, represent Cantillon’s original English text ; 
(2) Jevons’s article first calling the attention of modern readers to 
the importance of Cantillon’s work, and (3) an essay by Mr. Higgs 
on the Life and Work of Cantillon, incorporating his earlier 
contributions to this subject. The book has been finely printed 
for the Society by the Cambridge University Press, and is em- 
bellished with two full-page portraits in photogravure of Cantillon’s 
wife and daughter. Itis boundin linen buckram. Its publication, 
at a price of 7s. 6d. to members, represents a remarkable attempt 
at producing a finely printed edition of a classic at a very low 
price. Itis hoped that members of the Society will take advantage 
of the opportunity and will send their subscriptions for it to the 
Assistant Secretary, Royal Economic Society, 9 Adelphi Terrace, 
London, W.C. 2. 
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RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal. Statistical Society. 

1931. Part II. A Statistical Analysis of Building Societies. J. 
Brace. The Social Survey of Merseyside. D.C. Jones. Whole- 
sale Prices in 1930. 

1931. Part III]. Vhe Forthcoming Census; a Discussion. S. P. 
Vivian (Registrar-General) and others. The Relative Importance 
of Export Trade. E.C.SNow. The American Census of Distribu- 
tion, 1930. I. Dovatas. 

May, 1931. The “ Paradox” of Saving. F. A. von Hayex. The 
Theory of Uncertainty and Profit. J. R. Hicks. The Port of 
Kingston-upon-Hull during the Industrial Revolution. W. G. 
East. The Payment of Reparations. G. WALKER. . . 


The Economic Record (Melbourne). 


May, 1931. Australian Monetary Policy. K.S.Istzs. The Depres- 
sion in New Zealand. G. Lawn. Australian Capital Imports, 
1871-1930. R. Witson. The Terms of Trade. C. V. Jamzs. 
The Railway Situation in New Zealand. E. P. Neate. The 
Commonwealth Conciliation and Arbitration Act, 1930. G. 
ANDERSON. 

International Labour Review. 

May, 1931. The Present State of the Lignite Industry in the Various 
European Countries. (Official.) An Experiment in the Manage- 
ment of Indian Labour. A. Howarp. 

Jung, 1931. Some Aspects of Conditions of Employment in the Film 
Industry. A. Konter. Italian Emigration and Colonisation 

_ Policy. A. Ostata. The Relation between Industrial Production 
and the Workers’ Disposition to Performance in Certain Important 
Branches of Industry. O. LipMann. 

Juty, 1931. A Theory of Prices and Wages. J. Warminc. Workers’ 
Education in Belgium. M. T. Nisot. The Fourth International 
Congress of Labour Statisticians. Index Numbers of the Cost of 
Living, and Retail Prices. 


Quarterly Journal of Economics. 
May, 1931. The Federal Reserve Act and Federal Reserve Policies. 
_ §. E. Harris. International and Domestic Commodities and the 
Theory of Prices. L. B. Zapoteon. The Comparative Fertility 
of the Native and the Foreign-born Women in New York, Indiana and 
Michigan. J.J. Spreneuer. Rural Co-operative Credit in China. 
W. H. Matiory. 


American Economic Review. 


JuNE, 1931. The Content of Welfare. A. B. Wotrr. The Morris 
Plan. L. N. Ropryson. Aspects of World War Debt Payments. 
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J. L. Boswett. Gold Standard and South America. G. SuBEr- M 
~ CASEAUX. Productive Co-operation in the Moulders’ Union. F. T. 
Stockton. Stock Dividends and the Exchange. A.C. WHITAKER. 


Annals of the American Academy of Political and Social Science. 


May, 1931. Organised Commodity Markets. Principles and Practices ; J 
Special Markets ; Foreign Exchange Markets. By various authors, 
Zoning in the United States. The history, procedure, and eco- 
nomics of the zoning system. By various authors. A 


Journal of Economic and Business History (Harvard). 


May, 1931. Ancient Athenian Mining. G. M. Catnoun. Genoese 
Trade in the late Twelfth Century. R. L. Reynotps. English 
Gold- and Silver-thread Monopolies. M. A. ABrams. A Typical 
Virginian Business Man of the Revolutionary Era. S. M. Ames. 
S. and M. Allen ; Brokerage. H.M. Larson. Business and the 
Sherman Law. Taruscu. 


Journal of Political Economy. 


Apri, 1931. The Economics of Exhaustible Resources. H. 
Professor Fisher’s Interest Theory. F.H. Knicut. The German- 
Polish Rye Agreement. K.Cotecrove. Some Theoretical Aspects 
of Stock-market Speculation. H. R. ALTSCHAEFFER. Othmar 
Spann’s Social Theories. B. LANDHEER. Measures of Average M 
Elasticity of Demand. A. J. NicHou. 

June, 1931. The Place of Agriculture in British National Economy 
prior to Adam Smith. 8. J. BRANDENBURG. Silver—Some Fun- 
damentals. H. M. Brarrer. The Canadian National Railway 
versus the Canadian Pacific. L. T. Fournrer. Savings, Invest- 
ment, and the Control of Business Cycles. C.O.Harpy. A review 
of Mr. Keynes’ T'reatise. 


Index (Stockholm). 
May, 1931. The World’s Staples ; III. Coal. J. H. Jonus. 
JUNE, 1931. The World’s Staples ; IV. Sugar. H.C. P. GeEruias. 
JuLy, 1931. The World’s Staples ; V. Wool. A. N. Sammi. 


Skandinaviska Aktiebolaget (Stockholm). 


JuLy, 1931. Disturbances in the World Economy owing to Relative 
Changes in Prices. G. CASSEL. 


Revue d’Economie Politique. 


Marcu-Aprin, 1931. Le chémage. A series of articles on the Euro- 
pean conditions. Le chémage en Grande-Bretagne. F.C. BENHAM. 
Le chémage en Allemagne. E. LEDERER. Le chémage en France. 
C. Picgurnarp. Un reméde monétaire a la crise mondiale du 
chémage. Erster. L’assurance-chémage, cause du chémage 
permanent. (Anon.) 


Journal des Economistes. 


Apri, 1931. L’accord douanier Austro-Allemand. E.P. Les risques 
du crédit de banque par l’analyse statique des bilans. M. Carsow. 


1931] RECENT PERIODICALS AND NEW BOOKS 507 


May, 1931. Le changement du régime en Espagne. E. Payren. La 
houille blanche. R.J. Prerre. Evolution historique de la Bourse 
de New York. M. Garson. 

JunE, 1931. La généralisation des déficits budgétaires. 
L’ Europe centrale et les projets d’ Anschluss. R. J. PIERRE. 

Juty, 1931. L’ Angleterre et la crise. C. D’ORLEANS. 


Schmollers Jahrbuch. 


Aprit, 1931. Sombarts Drittes Reich. C. BrinkMANN. Die Aus- 
breitung der Munzgeldwirtschaft und der Wirtschaftsstil im arch- 
dischen Griechenland. F. Cartenstadtbewegung, 
Stadtverwaltung und Bodenreform. LinpEMaNnn. Das Witrt- 
schaftsleben der deutschen Stidte, Landkreise, und Landgemeinden. 
P. SCHWARZ. 

JuNE, 1931. Uber einige Leitsdtze zu einer Geschichte der national- 
Gkonomischen Lehrmeinungen. R. Micnets. Die Entwicklung 
des Kapitalbegriffes und seine Beziehung zu Vermdgen, Reichtum, 
und Einkommen. J. NEUBAUER. Wesen und Bedeutung der 
Gemischtwirtschaftlichen Unternehmung. K. WIEDENFELD. Wirt- 
schaftliche Grenzen der Sozialpolitik. EK. HELANDER. (esell- 
schaftswissenschaften und Soziologie. E.CARELL. 


Zeitschrift fiir Nationalékonomie. 

May, 1931. Irving Fisher’s Theory of Interest. A. W. Marcrets. A 
companion with the author’s earlier work, to the effect that the 
new formulation brings out better the monetary influences, and 
marks an important stage in the history of theory. Technical 
Progress as a Factor of Cost of Production. E. Scuirr. A com- 
parison of the divergent opinions of Schmalenbach and Baade 
on the reckoning of a coefficient of depreciation as caused by 
innovations. Critical and Positive Observations on the Theory 
of Money. A. Biimovic. A demonstration of price determination 
by the aid of six typical constructions; a general theory is reached 
by using numerical examples instead of algebraical methods. 
Gossen’s Laws. J. NEUBAUER. A critical survey, together with 
an analysis of discussions in current economic literature, main- 
taining the importance of the laws. The Importance of the Mathe- 
matical Method for Political Economy. F. KavrMANN. Compares 
the fertility of this method in different sciences, and shows its 
heuristic importance in economics. (All these articles are in 
German.) 


Weltwirtschaftliches Archiv. 


APRIL, 1931. Wirtschaftsverfassung, Geldverfassung, und Reparationen. 
Pror. Luxas starts from the view that the available supplies of 
gold and credit do not at present have their normal effects, in 
view of small elasticity in general prices and output. This fact 
leads to specially unfavourable results where Reparations have 
to be paid and received. On the basis of this analysis, the period 
of stabilisation is examined in relation to German economy. 
Der Kreislauf des Geldes. Dr. H. Netsser examines the con- 
ditions of velocity of circulation in the spheres of income and 
business, and shows how the demand for money is increased by 
discontinuities of sales and expenditure. From this point of view 
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a closer analysis is made of the demand for money in an increas- 
ing environment in relation to the phenomena of credit, and the 
results are specially applied to the problem of the Agrarian Cycle. 
Der Geltungsbereich der Grenzwertlehre. W.KettHav. The writer 
holds that the theories of marginal value describe only a limited 
number of valuations, and offer some new applications, especially 
to variation of utility during production. He endeavours to 
restate the theory, on the ground that “ marginal”? may mean 
either “minimal” or “ultimate.” The Resource Hierarchy of 
Modern World Economy. Ki. W. ZimmerMAN. An examination 
of the development of economic power, as between capitalists and AP 
agriculturists, English-speaking and other nations, arising out of 
the idea that comparative costs have shifted from a muscular to a 
mechanical basis of energy. Changes in the distribution of British 
overseas trade during the past ten years. G. H. Woop. Reviews 
the wool textile trade, showing an almost continuous decline, 
amounting between 1924 and 1929 in exports of main tissues to 
50 per cent. Much of the world trade in these products is passing 
to France, Germany, Italy, and Czechoslovakia. Die Entwicklung Jt 
der ‘europdischen Finanzmonopole in der Nachkriegszeit. An 
account of the Tobacco monopoly in Rumania, Turkey, Spain, 
Sweden and Dantzig. 

Juty, 1931. Ideen zu einer Theorie der Raumwirtschaft. H. Wxta- 
MANN. Develops the basis of an economic theory of the extent 
of markets, distinguishing this from the political theory. It is 
argued that it is possible to find the autonomous Raumeinheit 
of economic relations, and the structure of this is sketched. 
Industriewirtschaftliche Wirkungen der deutsch-osterreichischen Zoll- J 
union. H. Gross. The natural markets of Austrian trade are 
in the richer countries of the West. The influence of a Customs 
Union would be favourable to the Austrian industries of the inten- 
sive labour kind, and would contribute to a healthy integration F 
of both countries, whose industries are in many ways comple- 
mentary. Hin Schiffbauzyklus. <A statistical study oi the period 
1875 to 1913, showing to which of a number of types of correlation 
the real movement shows resemblance. Lohn und Gewinn in der 
korporativen Wirischaft. C. Suprno. An examination of the 
balance of profits and wages under conditions of isolated labour, 
collective bargaining, and joint action as an instrument of force; 
and an argument for co-operative relations of labour and capital. 
Railway policy as an obstacle to Inter-state Free Trade in Australia. 
T. Hyrren. Fretherr von Stein und die deutsche Handelspolitik. 
K. Turepe. Das politische und wirtschaftliche Gleichgewicht 
Spaniens. H. von BrckeratH. LExportpropaganda als Form 
der Exportforderung. E. WIsKEMANN. Examines the conditions 
of export propaganda, both active and passive, its relation to 
general cultural propaganda, and to the conjuncture. 


Zeitschrift fiir die gesamte Staatswissenschaft. 

May, 1931. Was macht ein Zeitalter kapitalistisch? O. von ZwieEpt- 
NECK. Zum Streit um die Kredit-theorie. W. HELLER. Gemeinde- 
jinanzen und Steuern. T. von Pistorius. 

JuLY, 1931. Freiherr von Stein. F.Hartuna. On the centenary of 
his death. Die Hingliederung der Geld- und Konjunkturlehre in 
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die Theorie der Nationalékonomie. R. STRELLER. Money has 
been regarded as either outside the theory, or as its assumption ; 
the Classicists are compared with Amonn. A dynamic analysis 
is offered. Die sogenannte Verbesserung der Handelsbilanz in 
kapitalarmen Volkswirtschaften. W. FELLNER. The favourable 
balance of trade, as in Germany, is the sign of a bad condition, 
indicating that profitable investments for foreign capital are not 
possible. Die Konzessionen in Sowjetrussland. A.A. BoGoLEPov. 


Archiv fiir Sozialwissenschaft und Sozialpolitik. 


ApriL, 1931. Der Gegensatz von “ anschaulich’’ und “rational” in 
der Geschichte der Volkswirtschaftslehre. H. Nutsser. Ist die 
Theorie der internationalen Werte widerlegt? O. von MERING. 
Zur Interpretation von Kostenkurven. E. Scunetwer. Kapital- 
bildung und Zinshéhe. T. ScHdrer. Die kapitalistischen Unter- 
nehmer in Russland. J. Kuuiscuer. Der Schutz der Kohle, ein 
Gebot nationalen und internationalen Wirtschaftspolitik. O. JEL- 
LINER. Die sozialen Theorien Turgots. J. RAPPAPORT. 

JuNE, 1931. Kritisches zur Monopol- und Duopoltheorie. P. Braxss. 
Die Klassenschichtung, ihr soziologischer Ort und thre Wandlungen. 
W. LEDERER. 

Jahrbiicher fiir Nationalékonomie und Statistik. 

May, 1931. Die polypolitische Preisbildung. Hin Kapital der Preis- 
theorie. K.Stina. Brechung der Zinsknechtschaft. K. WaGNER. 

JUNE, 1931. Der Geburtenriickgang als Ursache der Arbeitslosigkeit. 
E. GUNTHER. 

Juxty, 1931. Das Gesetz der fallenden Profitrate und die Zusammen- 
bruchstendenz des Kapitalismus. K. Muns. Die Durchschnitts- 
werttheorie. T. TAKEDA. 

Giornale degli Economisti. 

Frsruary, 1931. Bonaldo Stringher. Le variazioni 
di lunga durata del livello dei prezzi mondiali. A. Breaiia. After 
summarising the various memoranda presented to the Gold 
Delegation of the League of Nations, and the Interim Report of 
the Delegation, the writer concludes, firstly, a certain scepticism 
is legitimate in regard to the presumed inevitability of a long 
period fall in prices due to a shortage of gold ; secondly, the recom- 
mendations of the Delegation provide no permanent remedy against 
the price fall they foresee ; thirdly, as the evils of a secular fall in 
prices arise chiefly out of its effects on long-term contracts, it would 
be preferable to remedy these evils by some such device as a tabular 
standard applied to interest rates rather than to attempt to stabilise 
the secular level of prices. Effetti delle variazioni del potere d’acquisto 
dell’oro. G. Mortara. Prolonged rises or falls in prices lead in 
time to an adjustment of the economic system to the new condi- 
tions. There is a vis medicatrix nature which bring about a fresh 
equilibrium. It is not possible to say either that slowly rising or 
slowly falling prices must modify profoundly the rhythm of econo- 
mic life ; in either case parts of the economic system are stimulated 
and other parts depressed, and neither inductive evidence nor 
deductive reasoning justifies dogmatic conclusions as to which set 
of influences will necessarily prevail with either type of price 
movement. Osservazioni sull’andamento della crisi di Wall Street. 
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E. Corsino. The magnitude of the Wall Street crisis is largely 
attributable to the failure of the leading financial personalities in 
New York to take corrective measures sufficiently early. The crisis 
has shown how close is the interdependence between economic con- 
ditions in Europe and the United States, and has destroyed the 
American illusion of being able to maintain prosperity in America 
irrespective of what was happening to Europe. “In the struggle 
for world supremacy over the money market New York has lost a 
big battle, and, at least until it has reformed its stock exchange 
regulations, it must be content to recognise in London a saner Jul 
sense of equilibrium and of appreciation of the real economic condi- 
tions prevailing in the world.” 

Marcu, 1931. Conseguenze dei prestiti di Stato sul mercato del capitali. 
G. U. Parr. Le attribuzioni del Consiglio Nazionale delle Corpora- 
ziont nel campo economico. G. Bassani. A description of the 
statutory functions of the National Council of Corporations in 
virtue of the Law of March 30, 1930 and of the Royal Decree 
: ne 12,1930. Ricordi della vita e delle opere di Giuseppe Prato. 

. PoRRI. 

Aprit, 1931. Il quarto teorema di J. S. Mill sul capitale. S. E. pz 
Fatco. A brief discussion of Mill’s proposition that demand for 
commodities is not demand for labour. Le medie relative. P. 
Martinotti. A technical analysis of the use and significance of M. 
different types of relative averages or means. La riforma agraria 
in Romania. P. Terruzz1. The agrarian reforms have had 
important political and social advantages for Rumania—they have 
preserved the country from what appeared to be an inevitable 
communist revolution ; they have ruined the large Hungarian and 
Russian landowners who were determined opponents of Rumanian 
rule and have increased the importance of the Rumanian element ; 
they have raised the standard of life of the peasants and rendered 
them independent of the large landowners. But, on the other side, 
they have diminished the aggregate wealth of the country, and 
have impoverished its cultural life by destroying the rich upper 
class ; they have made the politicians supreme and have brought 
the maximum of corruption into public life. 

May, 1931. Cicli di produzione cicli del credito e fluttuazioni industriali. 
M. Fanno. A lengthy and important article on the causes of the 
trade cycle, in the form of a chapter out of a book now in 
process of preparation. Professor Fanno finds the underlying 
causes of the recurrent trade cycle, firstly, in the fact that in a 
dynamic society disturbances of equilibrium are continually 
arising which lead to maladjustments as between production and 
consumption, investment and saving ; secondly, in the length of the 
period of production. The instability of credit is of enormous } 
importance in influencing the amplitude of the trade cycle, but 
it is not itself the governing cause. The writer claims to have 
partially anticipated Mr. Keynes in a book published in 1912 (Le 
banche e il mercato monetario), in which Wicksell’s doctrine of the 
effects of divergences between the natural and the market rate of 
interest was linked up to the quantity equation, and the distinction 
between saving and investment was formulated. La legge di sosti- 
tuzione o di surrogazione. Proressor U. Ricct contends that what is 
commonly termed Marshall’s Principle of Substitution should more 
properly be attributed to the earlier Italian economist Ferrara, 
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whose doctrine that the value of a commodity is determined by 
its cost of reproduction was based on the universal tendency to 
substitute the cheaper for the dearer commodity and the more 
efficient for the less efficient mode of production. Politica 
economica o finanza? R. Fusint—G. F. Vetta. A plea for a 
wider conception of the scope of public finance, to include the 
effects on the community of all burdens or changes imposed on it 
by State action to satisfy collective wants, in addition to taxes or 
fees levied. . 


JuNE, 1931. Considerazioni sui debiti della Germania e la bilancia 


det pagamenti, A.CaBtati. An interesting summary of the main 
facts relating to Germany’s balance of trade, import of capital 
and payments on reparation account from 1925 to 1930. The 
writer stresses the importance of the payment of reparations as a 
factor depressing the prices of manufactured articles in the world 
markets, and forcing up the rate of interest in the creditor as well as 
the debtor countries. Contributo alla storia det prezzi in Sardegna 
tra la fine del secolo XVIII e il principio del secolo XIX. A. 
ee L’industria moderna e la funzione del grossista. 
C. Paani. 


La Riforma Sociale. 


1931. Keynes sulla moneta. A. Lorta. A Teview 


article devoted to Mr. Keynes’s Treatise on Money. ‘“ Despite 
all the criticism on individual points to which it can be subjected, 
it remains none the less a masterly intellectual obelisk, sculpted, 
it is true, with hieroglyphs and arabesques, of which some are 
bizarre and others hard to decipher, but adorned in every part with 
august and magnificent characters and rearing its dazzling summit 
into the hyper-space of creative thought.” La gestione delle 
ferrovie dello Stato nel 1929-1930. F.A.Repact. Crist economica, 
protezionismo ed alti salari. E. Grrerti. L’espansione commer- 
ciale vista dal lato tributario. G.p1 Paoxto. A brief discussion of 
recent Italian legislation dealing with the taxation of foreign 
branches and firms belonging to Italian companies. II mercato 
francese delle accettazioni. E. Rapaxtt. In spite of all the financial 
advantages enjoyed by France in recent years, the total volume 
of French acceptances is at present appreciably less than 3 milliard 
francs, or about one tenth of the corresponding English figure, and 
barely half the French total before the War. The growth of 
French acceptance business is retarded by legislative restrictions, 
by the absence of specialised intermediaries, such as the accepting 
houses, merchant bankers and discount houses in London, and by 
the lack of a free and open discount market. 


May-June, 1931. Il neo-protezionismo del Pror. Knynes. A. 


A criticism of Mr. Keynes’s proposal for a revenue tariff. 
Effetti delle fluttuazioni nel potere d’acquisto dell’oro sulla vita 
economica delle nazioni. R. Baccut. Sindicati e cooperazione. 
B. Rieuzz. La politica finanziaria ed economica durante il 
governo di Francesco Crispi. G. Carano-Donviro. Spirito di 
risparmio e depressione economica. G. SACERDOTE-IACHIA. 


De Economist (Haarlem). 


Aprin, 1931. Over den aanwas van bevolkingen—Duitschland en 
Nederland. F.W.’t Hoorrt. Having regard to the influence of 
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such causes as emigration, increasing longevity, etc., the writer 
emphasises the importance of the age distribution in interpreting 
population statistics. Comparison should be made, not with a 
chance distribution, but with an “ideal ” population. Various 
methods of doing this are considered, and the results are applied to 
the question of determining what part of the increase of popula. 
tion is due to the lengthening of life, and what part to the excess 
of births. The conclusion is that the increase of population is due 
primarily to the prolongation of life. The influence of prosperity 
and adversity on the birth-rate is considered with special reference 
to the recent history of Germany, and it is argued that there is an 
automatic and immediate adaptation of births to economic condi- 
tions. Henige gegevens omtrent de ontwikkeling van de industrieele 
structuur in de Vereenigde Staten van Noord-Amerika na 1900. III. 
P. Lizrtincx. A further instalment relating to economic condi- 
tions in the U.S.A., dealing with the process of concentration in 
Industry. The article discusses the position in leather, shoe- 
making, salt, beet-sugar, coke, petroleum, rubber, meat-packing, 
milling, shipbuilding. A comparison is made as between industries 
in which, between 1914 and 1925, the average number of workers 
per industrial unit has more than doubled, and those in which there 
has been the greatest diminution, also those in which the number 
employed per unit has been greatest. Psychisch inkomen en 
Psychisch vermogen. III. J. Van DER Wisk. The conclusion 
of the mathematical discussion on distribution of income. 


May, 1931. Het goudvraagstuk. C. A. VERRIgN Stuart. A memor- 


andum on the gold question for the Gold Delegation of the Financial 
Committee of the League of Nations. De crisistheorie van den heer 
S. de Wolff. A. Baars. A criticism of a Marxian theory of crises 
advanced by Mr. de Wolff, to which attention has recently been 
drawn by his admission as privat-docent in Amsterdam. 


JUNE, 1931. De Economische Structuur eener Socialistische Volk- 


shuishouding. G.Morreav. There is to-day a change in the line 
of criticism directed against Socialism. In place of criticisms of 
the system of Marx, it is argued that Socialism will necessarily lead 
to a diminution of economic well-being, and in particular that the 
absence of the mechanism of price-formation will deprive produc- 
tion of direction and control. The writer refers in particular to 
the works of Mises, Brutzkus, and Halm, and argues that these 
authorities overstress this argument in their criticism of Socialism, 
and that, in fact, apart from the “ motive of gain” operating by 
and through changes in prices, Socialism would not be without a 
method of directing production. (This is the first instalment of a 
posthumous article by Mr. Morreau.) Die Entwicklung der Sowjet- 
wirtschaft zum Vollsozialismus. Boris Brurzkus. A discussion 
(in German) of the Five-Year Plan. The attitude towards the Five- 
Year Plan has recently changed in foreign countries, due partly to 
increase in Russian foreign trade, and partly to the depression 
experienced in capitalist countries. The writer emphasises the 
decline in quality in every direction in agriculture, industry, and 
capital construction. Russia, as in the time of war communism, has 
reached a position in which prices cease to fulfil their function. 
After two and a half years of the Five-Year Plan, it has arrived at 
a market-less and money-less economy. The workers are much 
worse off than before the inauguration of the “‘ Plan.” Statements 
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to the contrary rest on a statistical error. Though wages may be 
nominally higher, the workers are rationed and the goods are not 
available. The defects admitted by Soviet leaders (in passages 
quoted in this article) are the defects of a socialist system in which 
goods are sent about the country, not according to the demand 
of the market, but according to a plan elaborated a priori. The 
question of the success or failure of the Five-Year Plan resolves 
itself into that of the possibility or impossibility of a market- 
less and money-less (i.e. a completely socialist) economy. De 
Uitgifte der Zuiderzeegronden. A.A. TER LAaG. A further article 
on the disposal of the lands recovered from the Zuider Zee, arguing 
for their retention by the State. Professor Bordewijk replies. 


NEW BOOKS 


British. 


Batt (F. R.). The Law of Negotiable Instruments. Longmans, 
Green. 7}. Pp. 156. 5s. 

Beacu (T.) and Carpenter (G. F.). Introduction “to Business 
Economics. Routledge. 7}. Pp. 210. 3s. 6d. 

Buanp (F. A.). Budget Control; an introduction to the financial 
system of New South Wales. Sydney: Angus and Robertson (London: 
Australian Book Co.). 7}’’. Pp. 157. 3s. 6d. 

oe (J.). The Tables Turned. Macmillan. 8}”. Pp. 136. 
7s. 6d. 

Burns (C. D.). Modern Civilisation on Trial. Allen and Unwin. 
83". Pp. 296. 10s. 6d. 

CarvaLHo (H. N.). The Manufacturing Industries of the British 
Empire Overseas. Part IV: New Zealand. Erlangers Ltd. 13”. 
Pp. 48. 2s. 6d. 

Cuypenius (A.). The National Gain. Translated from the 
Swedish original published in 1765, with an introduction by G. ScHavu- 
MAN. Ernest Benn. 8”. Pp. 92. 5s. 

Couen (J. L.) and Rina (A.). The Mortgage Bank, a study in 
investment banking. Pitman. 8}. Pp. 268. 10s. 6d. 
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